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HOW IBM HELPS 
EDUCATIONAL PROGRESS 


Of the record 3,200,000 students attending the 
nation’s colleges and universities this Fall, 
1,200,000 were registered by IBM systems, in a 
fraction of the time it would have taken with 
other methods. 


9,636 students and teachers—174 courses—all 
administered and controlled by IBM systems. 
That's the remarkable record of the Whittier 
Union High School District, Whittier, California, 
which has used IBM systems for the past four 
years. 


At M.LT., an IBM 704 electronic computer has 
been speeding basic research in aerodynamics, 
meteorology, solid state physics and atomic 
energy. 












You won't sense it as you watch a freckled-faced six-year-old 
march off to his first day at school, but IBM machines play an 
exciting role in his education—from kindergarten through college. 


In classroom, laboratory, and business office, IBM systems 
help the nation’s schools keep pace with the increasing 
demands of today’s world. They schedule classes, mark exams, 
report grades. They reduce registration problems, make 
teachers’ chores easier. Used to speed research, they broaden 
the vision of tomorrow's executives and scientists. Most 
important of all... they give teachers more time for teaching. 


Yes, every day, in uncounted ways, IBM quietly adds to the 
progress of community life, the pleasure of daily living, 
the effectiveness of education, industry and government. 
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HOW IAS TRAINING MEETS INDIVIDUAL NEEDS 


Each IAS training program is 

: “tailored to fit” the needs of the individual. 

‘ This is accomplished through the IAS 

; elective plan embracing 240 comprehensive study assignments, covering 


a wide range of accounting and management subjects. 


e After general accounting principles have been 
mastered, each IAS Diploma Course student 


selects from 14 electives those leading to his 





The IAS electives currently available (with a 5 xa ee 

. j specific training objective. 
the number of comprehensive study assign- 
ments indicated) are: 


e With this broad curriculum at his command, 


| Basic Auditing (10) 
Public Auditing (20) 
Internal Auditing (20) 

Basic Cost Accounting (10) 
Advanced Cost Accounting (20) 


each IAS student can study first those subjects 
needed immediately and can then broaden his 
knowledge of accounting and management 


through study of additional electives. 


Corporation Accounting (10) 








Financial Analysis (10) 


Business Statistics (10) 


Management Control (20) The school’s 24-page Catalogue A is 


available free upon request. Address 


Economics (10) 

Office Management (20) 
Accounting Law (10) 
Federal Income Tax (10) 
CPA Coaching (20) 


your card or letter to the Secretary, 


FAS... 





———— 


INTERNATIONAL ACCOUNTANTS 


SOCIETY, INCORPORATED 
A Correspondence School Since 1903 
209 WEST JACKSON BOULEVARD ° CHICAGO 6, ILLINOIS 


IAS IS AN ACCREDITED SCHOOL, ACCREDITED BY THE ACCREDITING COMMISSION OF THE NATIONAL HOME STUDY COUNCIL 
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Editorial material in THE CONTROLLER is 
selected in accordance with the following: 


CONCEPT OF MODERN CONTROLLERSHIP 
of Controllers Institute of America 







1. To establish, coordinate and matntain 
through authorized management, an integrated 
plan oe the control of operations. Such a plan 
would provide, to the extent required in the 
business, cost standards, expense budgets, sales 
forecasts, profit planning, and programs for 
capital investment and financing, together 
re the necessary procedures to effectuate the 
plan. 













2. To measure performance against approved 
operating plans and standards, and to report 
and interpret the results of operations to all 
levels of management. This function includes 
the design, installation and maintenance of 
accounting and cost systems and records, the 
determination of accounting policy and the 
compilation of statistical records as required. 











3. To measure and report on the validity of 
the objectives of the business and on the effec- 
tiveness of its policies, organization structure 
and procedures in attaining those objectives. 
This includes consulting with all segments of 
management responsible for policy or action 
concerning any phase of the operation of the 
business as it relates to the performance of this 
function. 











4. To report to government agencies, as re- 
quired, and to supervise all matters relating 
to taxes. 






5. To interpret and report on the effect cf 
external influences on the attainment of the 
objectives of the business. This function in- 
cludes the continuous appraisal of economic 
and social forces and of governmental influ- 
ences as they affect the operations of the 
business. 










6. To provide protection for the assets of 
the business. This function includes establish- 
ing and maintaining adequate internal control 
and auditing, and assuring proper insurance 
coverage. 
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.-.. when you prepare 
government-approved Copyflex Copying Method! 


Hundreds of tax accountants are using modern Copyflex 
copying machines to speed and simplify preparation 
of tax returns and schedules. They have completely 
eliminated costly, time-consuming clerical copying and 
proof reading. You surely can too! 

With Copyflex, just one original writing does it! You 
start with the government-approved and state-approved 
tax forms, identical with standard forms but printed 
on one side only. You fill in each form as usual with 
pen, pencil, or typewriter. From this original writing, 
you make sharp, clear, exact copies in your Copyflex 
machine in seconds! Letter-size copies cost less than 
a penny each for materials. Color-tinted copies can 
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be made where color-coded returns are necessary. 

Any of your Copyflex copies is just as acceptable as 
the original for filing with the government! 

That’s it! Just one original writing does it all. No 
time wasted on costly statistical typing, no proof 
reading, no copying errors, no messy and hard-to-read 
carbon copies. You get returns and schedules out 
faster, save hundreds of dollars in clerical work. 

Copyflex machines are quiet, clean, odorless... 
require only an electrical connection... can be oper- 
ated by anyone. They are priced as low as $555.00 for 
the handy, desk top model shown above. Mail coupon 
below for special literature offer. 






== SEND FOR YOUR FREE COPIES!=| 


Charles Bruning Company, Inc., Dept. 102-U 
4700 Montrose Avenue, Chicago 41, Ill. 
In Canada: 105 Church St., Toronto 1, Ont. 
Please send me information on Copyflex for: 
(J tax return work, [J general accounting. 
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VAZSONYI VS. WEINWURM 


Editors, THE CONTROLLER: 

The problems of the application of 
scientific methods to managerial decision- 
making are widely discussed these days. 
Therefore, the case study of such an ap- 
plication which was recently published 
in THE CONTROLLER (“Statistical Tech- 
niques for Financial Planning and Fore- 
casting” by Dr. Andrew Vazsonyi, May 
1957) should arouse a great deal of inter- 
est among business executives. The author 
is a distinguished mathematician who has 
been very active in developing proper 
techniques for such applications. 

It is the purpose of this communica- 
tion to point out a number of signifi- 
cant shortcomings of this article which 


are indicative of the difficulties involved 
in translating the principles of the sci- 
entific method to business problems. 

Like many or even most scientists, Dr. 
Vazsonyi is unfamiliar with the more re- 
cent developments in the field of account- 
ing. He describes accounting as a “very 
exact sort of procedure” and explains 
that “from uncertain forecasts, exact ac- 
counting calculations for revenues, ex- 
penses, profits, etc., are carried out to the 
last dollar and cent.” Thus it appears that 
he has never heard of ‘managerial ac- 
counting” which deals with future de- 
velopments in broad terms rather in dol- 
lars and cents. 

It is from this point of view that Dr. 





demanded. 





UNION DEMANDS IN 1957 


May Require Changes in 
Your Group Insurance 


Be prepared by ascertaining in advance the 
cost of increased or new benefits which may be 


Our thirty years experience in setting up and 
analyzing plans involving all forms of Group 
Insurance, is available on a reasonable fee basis. 


Often savings we develop on present cover- 
ages offset the cost of broader benefits. 


HERBERT L. JAMISON & CO. 


Insurance Survey, Audit and Advisory Service 
270 MADISON AVENUE, NEW YORK 16 
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Vazsonyi presents as ‘‘a new method that 
has been found useful in financial plan. 


ning” techniques which have been fg. } 


miliar to management accountants for 
more than 20 years and have been de. 
scribed in the publications of the Na. 
tional Association of Cost Accountants 
and in a number of books published jn 
recent years. 

However, Dr. Vazsonyi must be found 
guilty of one of the major crimes a map- 
agement accountant could commit namely 
to use data derived from the past as a 
natural and undisputed guide to the fu. 
ture. It was not easy to get this principle 
accepted but it is now widely recognized 
in the literature and in actual business 
applications. 

Dr. Vazsonyi’s position is quite typical 
of the scientist and for obvious reasons, 
Time is not a major factor in the natural 
sciences. The same laws which are con- 
sidered valid today can be assumed to 
have prevailed a thousand years ago and 
will continue to be correct in another 
thousand years. But this is not true in the 
field of business and business manage. 
ment. Here there can be no assumption 
that the facts of the past will continue to 
dominate the future. Whether or not this 
will be true cannot be taken for granted 
but must be determined in each particu. 
lar instance. Certainly, the past is im- 
portant as a guide for the future but 
merely as a starting point. 

Another weakness of Dr. Vazsonyi’s 
presentation is inadequate consideration 
of the all-important distinction between 
fixed and variable costs. He refers to that 
distinction from time to time but only in 
a minor way. In fact, however, this is a 
decisive issue and there is no reference 
to or recognition of the very great diff. 
culties in first determining and then keep- 
ing up to date this distinction. 

Undoubtedly, Dr. Vazsonyi’s method 
of presentation will satisfy those who are 
used to thinking and reasoning in alge- 
braic terms. But this very method of 
presentation may make it more difficult to 
convert businessmen to the recognition of 
scientific methods for the solution of 
their own problems. They may rest as- 
sured that he does not produce anything 
they have not been aware of for quite 4 
while. 


ERNEsT H. WEINWURM 
DePaul University 
Chicago, III. 


Editors, THE CONTROLLER: 

In my paper, ‘‘Statistical Techniques 
for Financial Planning and Forecasting,’ 
(THE CONTROLLER, May 1957) I pie 
sented a method that has been found use- 
ful in financial planning, at least in one 
client corporation. As I thought this 
method might be applicable to other busi- 


(Continued on page 470) 
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HERE’S HOW... 


uses ADP to speed its orders, 





invoices and reports 





The Company’s previous order-processing 
system was slow because of a large number 
of manual operations. Automated Data 
Processing produced a fast-moving and 
accurate system built around Flexowriters, 
tapes with necessary codes, and Moore forms. 
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DESC. SCORE REVERSE BALE 


Master tapes furnish the constant informa- 
tion for each Order. As each Production 
Order is typed, another cable-connected 
Flexowriter prepares a Route Ticket. Simul- 
taneously, a tape is punched (asa by-product) 
and is used to feed information to still another 
Flexowriter for an invoice-typing operation. 
This also produces, as a by-product, a sta- 
tistical tape which is the starting point for 
sales analyses, salesmen’s statements, and 
other statistical reports. 


0-30 00: 6-0 0 0 0-0 0 0 © oo" @ 


The system has eliminated delays, key- 
punching (and verifying) and manual 
typing of invoices. Control and quick infor- 
mation are positive assets. The Moore man 
helped in the design and construction of 
Moore Marginal Punched Continuous Forms 
to fit the ADP system: an 8-part Produc- 
tion Order; a 13-part Route Ticket; and 
a 7-part Invoice. 





L 





If you would like to read the 
details in this booklet, write on 
your Company letterhead to the 
Moore office nearest you. 





MOORE BUSINESS FORMS 





NIAGARA FALLS, N.Y. + DENTON, TEX. * EMERYVILLE, CALIF. 


Since 1882 the world’s largest manufacturer of business forms and systems. Over 300 
offices and factories across U.S., Canada, Mexico, Caribbean and Central America. 














COVERS 


INTERESTS OF 
CONTROLLERS 


FINANCIAL 
EXECUTIVES 
Cacleessvaly 





by Robert R. Renner 


CHANGE IN EARNINGS 


by William P. Ryan 


by C. W. Mowery 





ness, I submitted this paper to THE CON- 
TROLLER in the hope that its readers will 
find it possible to apply it in their own 
business. Any discussion, therefore, which 
will encourage or discourage readers of 
THE CONTROLLER in their attempts to 
apply this technique will be of benefit to 
the readers. It will be particularly impor- 
tant to clarify whether there are short- 
comings in the paper so your readers will 
not be misled. 

Professor Weinwurm states that the 
techniques presented in the paper “have 
been familiar to management accountants 
for more than twenty years and have been 
described in the publications of the Na- 
tional Association of Cost Accountants 
and in a number of books published in 
recent years.” Therefore, it appears to me 
that it will be important to know where 
these techniques have been employed. I 
have reached several hundred people 
through various lectures but have never 
been advised of firms that employ these 
techniques. I think it would be of con- 
siderable interest to readers of THE CON- 
TROLLER if Professor Weinwurm de- 
scribed further case histories. It would be, 
indeed, very interesting to see how the 
method is being used and what are the 
similarities, what are the dissimilarities, 
and what are the shortcomings. 


Forthcoming Features 


IN THE CONTROLLER 


% INTRODUCING AN ORGANIZATION 
TO BUDGETARY CONTROL 


3% THE THREE ELEMENTS IN MEASURING 


%& PLANNING AND CONTROL 
AT A NAVAL ORDNANCE PLANT 








Professor Weinwurm then finds me 
guilty of the “major crime” that I use 
data derived from the past as a “natural 
and undisputed guide for the future.” He 
has a good point here. The fact of the 
matter is that the client that is using this 
technique found it necessary to introduce 
various modifications. It was found, for 
instance, that when a particular control 
technique is changed then the forecasting 
system must be changed accordingly. 
However, we found that this is not par- 
ticularly difficult to do. If Professor 
Weinwurm could show us some case 
studies where these techniques are being 
used, then very likely we would see what 
modifications need to be applied. I, for 
one, would very much welcome such a 
discussion, as it would help me in my 
work. 

Professor Weinwurm states that another 
weakness of my paper is that there is no 
distinction made in fixed and variable 
costs. In the case study I have described, 
we have not found it necessary to make 
this distinction. We found that the way 
the regression coefficients are defined au- 
tomatically takes care of the fixed costs. 
It is possible that in our future work we 
will encounter cases where this method 
of approach is not valid. Then, either the 
method has to be modified, or abandoned. 
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How likely that this would happen I can. 
not tell as I do not have a broad enough § 
experience in the application of the tech. § 
nique. 

Professor Weinwurm states that my 
method of using algebraic terms makes it 
difficult to ‘‘convert’’ a businessman, | 
admit that I have some difficulty in put. 
ting myself in the shoes of a “business. 
man.’ However, the experimental eyj- 
dence is that the paper and my talks have 
been favorably received. Let, then, the 
businessmen be the judge of this point, 

Finally, Professor Weinwurm implies 
at the end of his letter that there is noth- 
ing in my paper that businessmen have 
not been aware of for quite a while. What 
would be more interesting to know is, 
whether the technique is being used or 
not. 


ANDREW VAZSONYI 
The Ramo-Wooldridge Corporation 
Los Angeles, California 


RE: H.R. 8002 


Editors, THE CONTROLLER: 

The comments in the September is. 
sue of THE CONTROLLER (Controlling 
“Carry-Overs” on page 421) brought to 
mind an editorial in one of our city’s 
daily newspapers, which mentioned that 
Controllers Institute was supporting H.R. 
8002, under which the Federal Govern- 
ment would establish annual accrued ex- 
penditure budgeting. 

I recognize that the item in THE Con- 
TROLLER merely commented on the bill 
being considered by Congress, but did not 
constitute an endorsement. Is it true that 
the Institute has announced formal sup- 
port of H.R. 8002? 

B.D.E. 


Controllers Institute has not issued any 
statement formally supporting H.R. 8002. 
The editorial which our reader undoubtedly 
refers to was similar to one published in 
newspapers in several other cities. Contact 
with the Citizens Committee for the Hoover 
Report, which had indicated in one of its 
publications that Controllers Institute sup- 
ported H.R. 8002, brought a letter of te 
grets regarding this reference to Institute 
support from the research consultant of the 
Citizens Committee for the Hoover Report. 

The Institute's policy regarding legisla- 
tion such as H.R. 8002 has been long estab- 
lished on the basis that such legislation does 
not fall within the scope of the Institute's 
program, and that it is basically a matter for 
the concern of individual members. In ad- 
dition, it is an appropriate item for com- 
ment or other editorial treatment in THE 
CONTROLLER, which continually aims to 
present material of interest to corporate 
controllers and financial officers. 

As stated on the contents page of each 
issue of THE CONTROLLER: 

“The views expressed in the various athi- 
cles are those of the authors and not neces- 
sarily those of Controllers Institute of 
America.” 


—The Editors 














Fina 


Th 
chang 
quis 
Certif 
public 
Texas 
Certif 


“W 
from 
wheth 
what 
future 
going 
variou 
predic 

“Or 
these | 
passag 

“Fi 
of a c 
of eler 
machit 
obliga 
produc 
of bus 


cisions 
Furt 


“The < 
sibility 
methox 
assume 
regard 
say 
m 
ti 
fv 
“Tt won 
the wh 


prescril 
the end 


si 
eC 
re. 























or is- 
dlling 
ht to 
city’s 
| that 
HR. 
vern- 
d ex- 


Con- 
e bill 
d not 
> that 

sup 


.D.E. 


d any 
8002. 
btedly 
ed in 
ntact 
oover 
of its 
, Sup- 
of re 
stitute 
of the 
e port, 
gisla- 
estab- 
2 does 
itute’s 
‘er for 
n ad- 
com- 
THE 
ns t0 
borate 


each 
5 arti. 
neces: 


te of 


ditors 








Financial Reporting in a Changing Society 


The challenges and problems of financial reporting in a 
changing society were considered in an address by Mar- 
quis G. Eaton, in June 1957, before the Illinois Society of 
Certified Public Accountants. Mr. Eaton, partner in the 
public accounting firm of Eaton and Huddle, San Antonio, 
Texas, is the 47th president of the American Institute of 
Certified Public Accountants. Notes Mr. Eaton: 


“We are living in an economy which is quite different 
from anything the world has known before. It is doubtful 
whether anyone now alive thoroughly understands just 
what is happening to our economic system and what its 
future shape will be. Clearly an evolutionary process is 
going on—and at headlong speed. Pressures build up in 
various quarters and react upon each other, often in un- 
predictable ways. 

“One thing that holds the economy together under all 
these pressures, and in the midst of this swift evolutionary 
passage through time, is our system of financial reporting. 

“Financial reporting is simply the expression in terms 
of a common denominator of the whole complex network 
of elements which make up a business—land, buildings and 
machinery, raw materials, people at work, interrelated legal 
obligations—and, most important, the results which they 
produce. Without adequate information about the results 
of business operations no one could make intelligent de- 
cisions, and our economy would fall apart.” 


Further excerpts from Mr. Eaton’s address include: 


“The accounting profession . . . has accepted the respon- 
sibility of leadership in the incessant search for better 
methods of financial reporting. But it does not have, cannot 
assume, and in my opinion should not permit itself to be 
tegarded as having the sole responsibility for the results.” 


“Obviously corporate management does have and 
must have a part in determining the broad objec- 
tives and basic assumptions underlying corporate 
financial reporting.” 


“It would be a great misfortune for American business, and 
the whole economy, if uniform accounting rules were to be 
ptescribed by governmental fiat. It would probably mean 
the end of progress.” 


“Other groups, such as bankers, financial analysts, 
economists, and financial editors, may have some 
responsibility to advise how financial statements 


may be made more useful for the purposes they 
are intended to serve.” 


When Is “Too Big” Valid? 


Two reports issued by the Chamber of Commerce of the 
United States on the subject of “Measurement of Economic 
Concentration” will hold interest for corporate controllers 
and financial officers because of the recent hearings on the 
subject by the Subcommittee on Antitrust and Monopoly of 
the Senate Judiciary Committee. The Chamber's reports, in 
the words of Emerson P. Schmidt, director of its Economic 
Research Department, attempt to throw light on “the valid- 
ity of so-called concentration ratios . . . that is to say, the 
Chamber is taking a close look at the gauge that is being 
used to measure concentration, in order to determine (a) 
whether concentration ratios are conceptually valid measures 
of economic concentration; and (b) whether concentration 
ratios are statistically accurate measures of economic concen- 
tration.” 

The first report on the significance of concentration ratios 
relies heavily upon published statements of scholars who 
have been concerned with monopoly, competition and eco- 
nomic concentration. From a sampling of the testimonies of 
several leading authorities in the field, the Chamber's report 
presents some of the “‘conceptual inadequacies of concen- 
tration ratios’ and concludes with the following observation 
by Dean Edward S. Mason of Harvard University :* 


“That market power is an elusive quality requires no dem- 
onstration . . . it is not possible, nor will it ever be pos- 
sible, by calculating market shares... or other hocus- 
pocus, to present an unambiguous measure of the degree of 
mono poly.” 


In the second of its reports, the United States Chamber 
considers the statistical reliability of concentration ratios. 
Again, there is ample quotation from a variety of authorita- 
tive sources, concluding with a significant statement by Jesse 
J. Friedman, former economic consultant to the Senate Ju- 
diciary Subcommittee on Antitrust and ‘Monopoly. Mr. 
Friedman who directed the Subcommittee’s study on con- 
centration in American industry summarized his evaluation 
of his own work in the following words: 


The forthcoming Senate Antitrust Committee Report on 
Concentration is not, then, the perfect instrument for anato- 
mizing the structure of American industry. I have no illu- 
sions about the technical imperfections that are inherent 
rio) eer 


A third and last report in this series, to be published after 
the public release of the Senate Subcommittee study, will 
provide an analysis of that study. On the basis of the ques- 
tions as to the conceptual validity, as well as the statistical 
accuracy of concentration ratios, as raised in the Chamber's 
two reports, there should be a well-alerted readership for the 
Senate Subcommittee’s report, when it is released. 

—PAUL HAASE 
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scene 


Continuous appraisal and analysis of every phase of American 

business is standard practice at Chase Manhattan. 

The Chase Manhattan Bank is proud to represent more banks 

(over 3,900) in America’s towns, villages and cities than 
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Recognizing and Evaluating 


Profit Opportunities 


Frank S. Capon 


ECOGNITION of new profit opportuni- 

ties for industry has sometimes been 
accidental or haphazard. The planned ap- 
proach, however, is most likely to bring 
better results in the long run. New profit 
opportunities can be pinpointed and prin- 
ciples can be established to determine 
those possibilities to be selected for serious 
consideration and evaluation, thus ensur- 
ing that the costly process of economic, 
technical, engineering and financial analy- 
sis and evaluation is justified by a reasona- 
ble chance of success. 

Before delving into more specific com- 
ments about evaluation of profit opportu- 
nities, we should note a few very general 
observations in the nature of background 
against which subsequent remarks should 
be constantly viewed. 

1. When faced with the necessity of 
selecting one or more from a number of 
diverse profit opportunities, one must find 
a sound yardstick for evaluating all such 
opportunities on a comparable basis, 
though the nature of each may differ 
greatly. 

2. In the final analysis, the primary aim 
of the entrepreneur is the rate of profit 
per dollar of investment over a long 
period, and the best yardstick for evalu- 
ating diverse projects is inevitably net re- 
turn on gross investment. (This obviously 
true comment must always be coupled with 
the equally true statement that long-run 
profits will only come to the company that 
is fulfilling a useful service or producing 
a needed product and doing its job for 
the community as efficiently as possible. ) 

3. The measurement of true profit in 
anything except a single-product company 
requires a sound and objective apportion- 
ment of indirect costs and expenses. There 
are often great pressures to bend the allo- 
cations in order to favor a particular prod- 
uct, but such tampering with accounting 
principles can easily lead management to 
unsound decisions on profit evaluation. 


4. There rests on industrial accountants 
a very real responsibility for marshalling 
all the facts which have a bearing on eval- 
uation of a new profit opportunity and for 
recording them in an honest and objective 
manner so as to aid management in reach- 
ing sound decisions based on the best 
available forecasts of markets, revenues, 
costs, taxes and other pertinent economic 
or financial trends. 

These are the vital background con- 
siderations for the accounting or financial 
man concerned with evaluation of profit 
operations—the considerations for the en- 
gineer, the research scientist, the sales 
promotion manager may be quite different. 
but in the final analysis all must be bal- 
anced and weighed against each other at 
the decision stage. 


A RE-CHECK ON EXISTING PRODUCTS 
Any company embarking on a deliberate 
program of profit expansion will first take 
a look at its existing operations to see if 
the foundation is sound. How does one go 
about this? \n brief, find the answers to a 
series of leading questions, such as: 





FRANK S. CAPON, a past national director of Controllers 
Institute, gave this talk at a Cost and Management Confer- 
ence of the Society of Industrial and Cost Accountants of 
Canada. Born and educated in England, he came to Canada 
in 1930 and joined Riddell, Stead, Graham and Hutchison, 
Montreal, Que.; in 1938 he joined Canadian Industries Ltd. 
—appointed assistant treasurer 1946, treasurer 1949; in 
1954 became secretary and treasurer of Du Pont of Canada 
Securities Ltd. and Du Pont Company of Canada Ltd.; is 
now treasurer and a director of the two merged companies. 
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Finding a yardstick for evaluating all 
opportunities on a comparable basis 


What are the potential markets for the 
present products, both at home and 
abroad, bearing in mind the competitive 
position in the industry, potential com- 
petition from new products, domestic 
tariffs, foreign tariffs, and any other fac- 
tors affecting the total demand for the 
product and the total capacity of the indus- 
try to supply? 

Is it necessary to expand present plants 
to maintain an existing position in the in- 
dustry? 

Are there any steps that can be taken to 
improve one’s share of the market? 

Can capital be employed more profitably 
in other lines than in any part of the ex- 
isting business? 

Would consolidation of operation in 
fewer lines increase the rate of return on 
operating investment and make funds 
available for more profitable op portunities 
elsewhere? 


Reasonable answers to these and similar 
questions should precede any planned pro- 
gram for profit expansion and should, of 
course, be obtained at fairly regular inter- 
vals for all existing operations. 
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CONSIDERATIONS OF 
BUSINESS DIVERSIFICATION 

Having checked on existing lines, a 
company proceeds to evaluate the opportu- 
nities for branching out into new busi- 
nesses—in other words, by diversification, 
to seek that stability and security which 
seem so desirable to companies whose 
single-line operations are subject to a 
strong cyclical fluctuation or whose busi- 
ness is vitally affected by economic swings 
in one or two basic industries. 

Here again, the approach is to seek 
reasonable answers to a handful of search- 
ing questions, such as: 

What are the potential markets, both 
domestic and export, for each new product 
being considered? What is the range of 
market based on different price assump- 
tions ? 

Is this field at present served by a com- 
petitive manufacturer? If so, does one’s 
company have a particular advantage in 
know-how, plant location, patents, proc- 
esses, service, or any other factor which 
causes it to be confident of taking a suf- 
ficient share of the market to make an 
entry profitable? 

Is the market at present supplied from 
foreign sources? If so, what is known, or 
what can be surmised, about their future 
plans? How should one’s company stand 
if they should decide to come in to protect 
4 vested position? 

If the product is new what are the lou 
and high estimates of potential markets? 


These, and related questions, must be 
answered in a general way before planning 
for eritry into new businesses can proceed 
with any assurance of success. At this 
stage two factors are absolutely vital— 
speed and secrecy—speed because you 
must assume that others are covering the 
same ground, studying the same opportu- 
nities, and probably coming to the same 
conclusions; secrecy for the very reason 
that others with similar intentions may 
move suddenly to protect themselves if 
they hear that a competitor is approaching 
a decision which may beat them out in a 
new and profitable opportunity. For this 


very reason, judgment may sometimes 
dictate that plans be announced in order 
to forestall a competitor working along 
the same lines. 

Usually, therefore, tentative decisions 
must be made based on general answers to 
these questions, in order that detailed 
planning can proceed with a minimum of 
delay. The detailed planning will bring 
out the accurate or considered answers on 
which the final decision to proceed must 


be based. 


COMMON FACTORS 
IN MOST PROFITABILITY STUDIES 

From the above it is clear that the more 
significant factors are common to all prof- 
itability studies—whether these be aimed 
at existing products or products not now 
manufactured. These common factors may 
be summed up as: 

Market studies and forecasts, and the 
economic, commercial and operating as- 
sumptions on which such forecasts must 
be based; 

Accounting policies, particularly those 
concerned with measurement of costs, al- 
location of fixed costs, expenses, etc; 

Factors concerning the geographical lo- 
cation of plant, sales offices and adminis- 
trative offices; and 

Vital incidental knowledge, such as 
analysis of tariff structures at home and 
abroad, technical information, patent po- 
sitions, raw materials supply, transporta- 
tion facilities, availability of power and 
other services, availability of manpower, 
and all the other items which together 
comprise the economics of manufacture. 

Since all these factors are present in 
studies of new products, with the chief 
items being common to both new and old 
products, we will probably cover the 
ground more completely if we run over 
the process of evaluating the profit possi- 
bilities of undertaking the manufacture of 
a new product, leaving one to make the 
necessary adaptations for evaluation of ex- 
isting lines of business. It is realized that 
one is directly concerned with the measure- 
ment of revenue, costs and profit for such 
studies, rather than the choice of a plant 
site or the evaluation of one type of equip- 


THE COST OF RAISING CAPITAL 
Underwriting costs for companies listed on the New 
York Stock Exchange averaged $33,700 less for every $1 
million raised by selling common stock than for companies 
not so listed, according to a survey by the New York Stock 
Exchange. A survey of 104 common stock issues in 1956 
53 sold by listed and 51 by nonlisted companies, for a to- 
tal capitalization of $800 million indicated that the listed 
companies paid underwriters an average of $2.60 for every 
$100 of new capital obtained by selling common stock 

while nonlisted companies paid $5.97 per $100. 
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ment as against another. However, many 
factors not strictly in the realm of account. 
ing or finance must be contained in the 
final document on which directors must 
make a decision, and it may well fall to 
one’s lot to edit this document or even to 
put it together from the various separate 
reports that will be produced by such staffs 
as research, commercial development, en- 
gineering, sales, legal, and real estate. For 
this reason, we will at least touch on all 
the important considerations affecting the 
evaluation of a new profit opportunity in 
manufacturing, whether or not these may 
fall within the direct scope of one’s re. 
sponsibilities. 


THE SEARCH 
FOR NEW OPPORTUNITIES 

Before a new manufacturing opportu- 
nity can be evaluated, it must first exist as 
an idea in the mind of someone in the or- 
ganization, then be developed as a practi- 
cal idea, and finally as a project worthy of 
serious study. The generation of ideas is 
to some extent accidental—any member of 
an organization may conceive one at any 
hour of the day or night because of a 
thought process started up in a business 
or social discussion, while reading, while 
watching TV, or simply while daydream- 
ing. The important thing is to be sure 
that the organization is “idea conscious,” 
and that ideas be passed on to the proper 
unit for evaluation. 

However, no sound organization can 
rely on this hit or miss approach to the 
generation of new ideas, and any planned 
growth program should be supported or 
initiated by a research and commercial de- 
velopment department. In some large com- 
panies this may include a big scientific staff 
housed in a full-scale research laboratory 
—in smaller companies it may boil down 
to one or two capable and imaginative in- 
dividuals whose knowledge of the busi- 
ness and potential diversification opportu- 
nities is such that they will probably de- 
velop most of the possible ideas from a 
regular review of all the commercial in- 
telligence available on their particular 
subjects. 

The research and development depatt- 
ment is therefore specifically charged with 
the development of new ideas stemming 
from a constant review of all current pub- 
lished information which may bear on ex- 
isting, or possible new businesses, and 
from such primary research work in un- 
tried areas as the company can support. It 
also acts as a clearing house for ideas from 
all departments, and undertakes whatever 
scientific or other studies are necessary to 
make initial and very general tests of the 
practicability of new ideas. In many com- 
panies a unit of the organization is given 
this title. In many others this type of work 
is carried out by officers or units with very 
different titles. No matter what the form 
of organization may be, no matter how 
large or how small, the things one must 











eM 


es 


*S\ 
Cc. 


eTt 


eSl 





do ir 
are Vi 
Exy 
oppor 
plann 
than 
occur 
the re 
deterr 
most | 
is not 
on a 
the e3 
availal 
sonnel 
vantag 
ganiza 
so for 
centrat 
tion w 
course 


PRELIM 
OF A 


Natt 
subject 
aminat; 
present 
the are 
cial ski 
cial res 
because 
ficient » 
inary SC 

Once 








the 
Nust 
iI to 
n to 
irate 
taffs 
en- 
For 
all 
- the 
y in 
may 
; £e- 


yrtu- 
st as 
> OF- 
acti- 
y of 
1S is 
r of 
any 
of a 
ness 
hile 
-am- 
sure 
us,” 
oper 


can 
the 
ined 
1 or 
de- 
‘om- 
staff 
tory 
own 
2 in- 
yUSI- 
yrtu- 
de- 
ma 
in- 
ular 


art- 
with 
ning 
sub- 
| 
and 
un- 
t. It 
rom 
ever 
y to 

the 
om- 
iven 
york 
very 
orm 
how 
nust 














- 


eRESEARCH PROJECTS 
eMARKET SURVEYS 


eSALES ANALYSES 


eSURVEYS OF POTENTIAL 
CANADIAN REQUIREMENT 


*TECHNOLOGICAL CHANGES a 


e SUGGESTIONS 











ORIGIN OF INITIAL 
IDEAS SCREENING 


THE PATH OF PLANNED COMPANY DEVELOPMENT 


DETAILED 
APPRAISAL 












* SALES FORECASTS 
* DISTRIBUTION OF SALES 
¢ SALES REALIZATION 
baad ° SELLING EXPENSE 
INVESTIGATION OF 
PRACTICALITY 
ENGINEERING °* TYPE OF PROCESS 
STUDY 
*PLANT LOCATION 


e INVESTMENT 


¢ MANUFACTURING COST 










FINAL 
DECISION 
RETURN ON PROPOSAL TO 
INVESTMENT MANAGEMENT 








do in evaluation of profit opportunities 
are virtually standard. 

Experience shows that most new profit 
opportunities will come from deliberately 
planned studies in preselected areas, rather 
than from chance ideas that happen to 
occur to people, and it therefore falls on 
the research and development people to 
determine those areas for study which are 
most likely to prove fruitful. This process 
is not haphazard—rather it must be based 
on a careful and objective appraisal of 
the experience and technical knowledge 
available, of the abilities of the key per- 
sonnel in the organization, and other ad- 
vantages or limitations peculiar to the or- 
ganization such as financial strength and 
so forth. The selection of areas for con- 
centrated study is vital because this selec- 
tion will probably determine the future 
course of the company. 


PRELIMINARY EVALUATION 
OF A NEW PRODUCT 


Naturally, few ideas pass muster when 
subjected to a detailed and objective ex- 
amination. Some would not integrate with 
present operations or would be outside 
the areas bounded by the company’s spe- 
cial skills, technical knowledge, or finan- 
cial resources. Some would be unprofitable 
because of obvious lack of markets or suf- 
ficient volume of output. Thus a prelim- 
inary screening of ideas must take place. 

Once this screening has shown a poten- 


tial new product to be worthy of special 
interest, a concentrated effort must be 
made to proceed as fast as possible with 
the evaluation on which to base a final de- 
cision for or against manufacture. In our 
company, this concentrated effort is done 
by teams which may be composed of de- 
velopment personnel or which may include 
personnel on loan from other operating or 
auxiliary departments, depending on the 
particular aspects which must be studied 
in each project. Our policy on this matter 
is simple—it is of primary importance 
that we take advantage of profitable oppor- 
tunities as they arise, therefore we must 
put onto the study of such opportunities 
the best possible men wherever they may 
be located in the company. 

The development group must establish 
quickly the patent position on the new 
product: 

Is it covered by existing patents ? 

Who holds patents? 

Are they available for license? 


If not covered by patents, is it patent- 
able? 

At the same time, they must establish 
the availability of technical knowledge re- 
quired to manufacture the product: 


Is any process or operating know-how 
essential? Is it available? 


THE COMIROLIER.............. 


Also at this stage the feasibility of man- 
ufacture should be tested in such ways as 
pilot plant or laboratory scale manufac- 
ture (if the product happens to be suscep- 
tible to manufacture in experimental 
quantities), test runs in the plant if it is 
of a nature that can be produced experi- 
mentally with existing equipment, or pos- 
sibly even produced experimentally by 
one of the service organizations set up for 
this purpose. 

Coincidental with ‘the technical and 
production analysis is the commercial eval- 
uation of the product—carried out by per- 
sonnel with special abilities in market 
analysis, economics, and engineering— 
and also at least a preliminary financial 
study. This activity covers: 


Market analysis 

Engineering studies leading to decisions 
on size and location of plant 

Financial study to determine return on 
investment and availability of capital. 


MARKET ANALYSIS 

Before measuring the potential market, 
the proven and possible new uses for the 
product must be agreed on within reason- 
able limits. Estimates of possible new out- 
lets or uses may be “‘out in the blue,”” but 
any reasoned guess is better than no opin- 
ion at all, and the reasoned guesses on 
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possible demand for the product will nec- 
essarily be an important factor in the ulti- 
mate report on evaluation. 

Next comes the market analysis, or the 
measurement in specific terms of probable 
sales for existing or foreseeable uses of 
the product. A number of facts are sig- 
nificant in measuring markets, and can 
best be illustrated by listing some of the 
questions that must be answered by the 
market study experts: 

What is the competitive situation— 
from other domestic manu facturers ? From 
forei gn manufacturers ? 

Where are potential customers located? 

What share of the market can the com- 
pany obtain? 

Are there large seasonal variations in 
demand? 

W hat effect would price changes have on 
demand? What are probable future price 
trends? 

What is the tariff situation into the 
home country and into other countries 
which are logical export markets? 

Is the market stable or subject to prod- 
uct obsolescence? 

What are the possibilities of major tech- 
nological changes? 

What is the effect of freight and other 
distribution costs from plant site to cus- 
tomer? 

What effect will probable future eco- 
nomic trends have on major customers or 
consuming industries? 

These, and many similar questions must 
be answered before the development team 
can decide on a forecast of probable vol- 
ume of sales under the conditions most 
likely to occur. 

ENGINEERING STUDY 
The engineering study, concerned with 


the choice of plant site and design of 


Ci 


oe FF 
KEA 





plant buildings and equipment, can be 
proceeding in the meantime to whatever 
extent is possible pending a forecast of 
plant capacity needed to supply demand. 
Once this forecast comes from the market 
study group, the engineers must refine 
their preliminary design work and pro- 
duce the first estimate of construction and 
site costs. Here again a number of ques- 
tions must be answered: 


W hat alternative processes must be con- 
sidered before deciding on the optimum 
for the company? 

Where should the plant be built, hav- 
ing regard to such factors as availability of 
raw materials, power and other services, 
labor supply, proximity to markets, trans- 
portation facilities? 

Should raw or intermediate materials be 
purchased or manufactured ? 

How can cost per annual pound of pro- 
duction be minimized? 

What will production costs be? 

What provision should be made now 
for expansion? 


It is in this stage of the evaluation of a 
new product, or of the future of an ex- 
isting product, that an intimate knowledge 
of the market, its strengths and its weak- 
nesses, its temperament and its resources, 
can make the difference between success 
and failure. 

Once a geographical area has been se- 
lected for a plant site, land acquisition be- 
comes a problem. Often a site must be 
placed under option before the project can 
be properly evaluated. Such activities must 
be conducted in strictest secrecy, usually 
through third parties, if site costs are to 
be kept to a minimum. Such diverse fac- 
tors as municipal zoning regulations; 
availability of power, water, transporta- 
tion, and other services; disposal of efflu- 
ent; community relations; and labor con- 


“Now his secretary will spin him around . . . | wish he’d be a little 


more serious about who gets promoted around here 
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ditions in neighboring industries must all 
be weighed. All these are items having 
an important bearing on the capital cost 
of the plant or the subsequent cost of op- 
eration. 

The design of plant buildings, process 
machinery and equipment must be left to 
the engineers, who will require a consid- 
erable degree of latitude in arriving at 
their estimates of construction costs. Of. 
ten a fixed price contract would prove ex. 
pensive, and if the job is to be let on a 
“cost plus fee” or “cost plus fixed fee” 
basis, reasonable allowances must be made 
for field administration, engineering de- 
sign costs, and contingencies. Unless an 
exorbitant amount of time and money is 
to be spent at the design stage, decisions 
must be based on construction cost esti- 
mates accurate only within certain limits, 
and allowance must be made for contin- 
gencies in order to arrive at a final con- 
struction cost estimate. If this allowance is 
too high, it may well kill the project as 
being unattractive; if the allowance is 
too low, it may lead to an unsound de- 
cision to proceed. 


THE FINANCIAL OR 
ACCOUNTING STUDY 

Once provisional decisions have been 
made on plant location and size, the ac- 
counting staffs can start work with the 
engineers on estimates of production costs. 
The application of cost accounting tech- 
niques presents no particular problem. 
One point should be emphasized. When 
costing existing operations, the accountant 
is concerned with an accurate presentation 
of actual costs and possibly with a study 
to see how costs can be reduced and 
profits increased. When determining op- 
erating costs for a proposed plant, how- 
ever, he is compiling data which will af- 
fect the investment of capital not yet com- 
mitted. In other words, the impact of his 
work in the latter case is much, much 
greater than in the former. 

From the market analysis group, an es- 
timate of sales value and volume by years 
will have been received. The engineering 
group will have provided an estimate of 
the capital needed to build the plant. The 
cost accountants, working with the engi- 
neers, will have estimated the costs of op- 
erating the plant, and, based on all this 
information, they can also produce an es- 
timate of the investment needed in inven- 
tories and other working capital. Thus we 
have all the factors needed to solve the 
return on investment equation, which is 
the key to the decision for or against pro- 
ceeding with the project. 


FINAL DECISION 

The final decision on any important 
project is invariably taken by the Board 
of Directors, since it involves the com- 
mitment of large sums of shareholders 
money on a basis which cannot readily be 
reversed. Directors are necessarily remote 

(Continued on page 505) 
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Guaranty’s National Clearing Plan 


Speeds Qoneetens arenas 





Customers mail 
remittances to... 
regional collection points 
in strategically 

located cities 




















Collection system 
saves time, reduces 
check “float” time, 
cuts down credit 
risks, and establishes 
better control of funds. 


“Time is money”—this statement is 
probably truer today than ever before 
in American business. The Guaranty 
National Clearing Plan, designed to 
help companies doing business over a 
widespread geographical area, offers 
these specific benefits: 


¢« Cuts the time element in the col- 
lection of your customers’ check 
remittances. 


¢ Makes quickly available to treas- 
urer each day vital balance infor- 
mation in your depositary banks. 

* Makes easier and speeds the flow 
and transfer of funds throughout 
your depositary bank network. 

* Gives you finger-tip control of 
funds in depositary banks through- 






















Regional city banks 
service the regional 
collection points 
and wire daily 
balance reports 
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Guaranty gives 
corporation treasurer 
up-to-date reports 
of balances in all 


regional city banks P| 


».. thus assuring 
better control 
of funds 








out the area of your company’s 
activities. 


The plan itself is flexible and can be 
tailor-made to suit the requirements 
of your own particular company. Basi- 
cally, the plan involves three major 
procedures: 


1. Fast collection of customers’ checks. 
Through Guaranty’s Clearing Plan, 
remittance collection routines are 
set up with regional city banks. Cus- 
tomers are instructed to send remit- 
tances to either designated Post 
Office Lock Boxes or to the com- 
pany’s own branch offices. These 
regional collection facilities are ser- 
viced by the regional banks, thus 
saving as much as five days of check 
“float” time. 

2. Daily bank balance reports. Each day 
Guaranty furnishes treasurer up- 


to-date reports of balances in all 
regional city banks serving as col- 
lection concentration centers. 


3. Rapid transfer of balances. On in- 
structions from company, accumu- 
lated balances in regional city banks 
are transferred to corporation’s 
central bank. 


If you would like to receive more in- 
formation about The Guaranty Na- 
tional Clearing Plan, simply write on 
your business letterhead for a compli- 
mentary copy of 
“Better Control 
of Corporation 
Funds through 
The Guaranty 
National Clear- 
ing Plan.” 
Address 

Dept. C-2 





GUARANTY TRUST COMPANY 


OF NEW YORK .- 140 BROADWAY, NEW YORK 16 
Capital Funds in excess of $400,000,000 


Fifth Ave. at 44th St., New York 36 + Madison Ave. at 60th St., New York 21 
40 Rockefeller Plaza, New York 20. « London « Paris ¢ Brussels 


Member Federal Deposit Insurance Corporation 











More for Your Capital Dollar 


Finding the Realistic Rate of Return 


John A. Griswold 


This article by Professor Griswold is 
the 18th in a series on business and eco- 
nomic subjects published by the Amos 
Tuck School of Business Administration, 
Dartmouth College, Hanover, N. H., un- 
der a grant from the Alfred P. Sloan 
Foundation and is reprinted with per- 
mission of the editor, Professor Robert 
S. Burger. 


ISE CAPITAL-BUDGET decisions are of 

the utmost importance to both the 
nation and the company making them: to 
the nation because they give it a modern, 
efficient and complete industrial plent, to 
the company because they help it keep 
its place in our dynamic domestic econ- 
omy. 

Granted, capital-budget decisions based 
on hunches or partial understanding have 
often been profitable in the past. But the 
margin for error is vanishing. Technical 
developments arising from wartime and 
postwar research have brought about al- 
most an industrial revolution since World 
War II. Current industrial research pro- 
grams should bring even greater advances 
in the next 15 years. 





JOHN A. GRISWOLD, professor of Finance at Amos Tuck 
School of Business Administration, Dartmouth College, Han- 
over, N. H., has been an analyst with the Investment Analy- 
sis Bureau of St. Louis; served three years with the Army 
Air Force; been an instructor, Graduate School of Credit 
and Financial Management; and has frequently served 
as discussion leader for AMA seminars on Capital Budget- 
ing. Dr. Griswold is author of a history of the Federal 
Reserve Bank of Chicago and Sloan Fund’s “Cash Flow 
through a Business” and “Financing Business Expansion.” 


On these advances will be based tomor- 
row’s prosperity—a prosperity in which 
participation will zot be automatic. To 
share in it, the average company will have 
to be willing to adopt, and even antici- 
pate, developing techniques; to accept 
profitable new products and methods; in 
short, to make the right capital-budget 
decisions. Refusal to adopt a sound capi- 
tal-expenditure program, or inability to 
decide wisely, will drive a company to 
oblivion. 

One of the essentials of a sound pro- 
gram is a sound method of determining 
rate of return on a capital investment. To 
be sound, a method must: 


1. Consider the cost of a project, the 
earnings expected from it and the 
length of its life. 

. Recognize that a sum of money to be 
received at some future time is worth 
less than the same sum received today. 

3. Be able to translate a future sum into 

its equivalent present value. 


nN 


At least two methods—the capitaliza- 
tion method and the discount method— 
meet these tests. (The discount method is 
known also as present-worth method, fu- 
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ture-value method, discounted cash flow, 
profitability index, investor's method. The 
capital-recovery-factor method, which may 
be used only when returns remain con- 
stant from year to year, as in the case of 
an annuity, is a special adaptation of the 
discount method.) Since the capitaliza- 
tion and discount methods give the same 
results, we need concern ourselves with 
only one of them. We have chosen to 
deal with the discount method. 

At this point let us stress that it is not 
our purpose to prove the discount method 
is sound. Its soundness has been proved; 
the proof is available elsewhere. We have 
four other purposes: 


1. To bring it to the attention of any 
who may not already know about it. 

2. To show its difficulty has been greatly 
exaggerated—that it is less difficult 
even than it appears at first glance. 

3. To illustrate its use in several hypo- 
thetical capital-budgeting problems. 

. To prove the popular so-called short- 
cut methods are vot sound. 


aS 


We shall explain the discount method 
first. 


THE DISCOUNT METHOD 
Its equation may be expressed as: 


The rate of return on a project is the 
rate at which the sum of the stream of 
after-tax earnings, discounted yearly ac- 
cording to present worth, equals the proj- 
ect’s cost. 


This may sound somewhat complicated, 
but our illustration will show that its ap- 
plication is relatively easy. Before we 1l- 
lustrate, however, some of the terms fe- 
quire elaboration. 

Earnings: As used in this equation, 
this term represents the sum of: 


1. Profitt—money that will be brought 
(Continued on page 482) 
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TABLE 1 
Hypothetical Projects Under Consideration for Development by the X Corporation 





(000 omitted in all dollar totals) 


M 


6 
$5,000 


5 


$6,000 
$1,650 


2 


$5,000 
$3,800 


10 


$9,000 
$8,640 


15 


$15,000 
$ 9,000 


19 
$ 8,500 


$11, 


10 


$1,000 


Project's life in years 


Cost 


$510 


$400 
$160 


$7,000 


$6,300 


$500 


$3,200 


$ 


$1,000 
$1,000 


$1,000 


$ 


$2,260 
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N 
N 
FA 


$160 


20 825 
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450 
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400 


Average yearly earnings before taxe 


2,000 


2,000 
2,000 


3,000 
2,000 
500 


1,000 


100 
400 
200 
50 
50 
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200 
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100 
200 


1,000 


200 
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Stream of earnings after taxes: 


1,000 


9,000 


200 


2,000 
3,000 


9,000 


5,000 
5,000 
5,000 


650 


600 


300 
300 
250 
200 


8,000 


8,000 


8,000 


550 


9,000 
9,000 


5,000 8,000 5,000 


4,000 


8,000 


SNOT WOMOA 


5,100 


500 


6,000 


9,000 


150 


10 


3,000 5,000 
5,000 


6,000 


9,000 


11 


900 


5,000 
4,000 
4,000 


9,000 


12 
13 
14 
15 
16 
17 
18 
19 


20 


4,000 


9,000 


3,000 
1,000 


8,000 


2,250 


8,000 


1,000 


7,000 


500 


6,000 
5,000 


40.0% 
22.6% 
28.5% 
27.8% 


33.3% 
13.7% 

7.5% 
10.4% 


48.8% 
21.6% 
23.0% 
24.8% 


6.1% 


38.2% 
20.0% 
6.7% 


200 
100 
100 
15.8% 
38.0% 


71.0% 
23.7% 


22.6% 


86.0% 


27.1% 


48.0% 


27.9% 
45.0% 
87.7% 
35.0% 


27.2% 
16.0% 
12.0% 
11.0% 


21.6% 
30.0% 
53.3% 
25.5% 


18.8% 
12.9% 
13.3% 

8.9% 


3,000 
21.0% 
69.0% 

132.6% 
31.7% 


34.8% 
22.5% 


35.0% 
32.5% 


53.3% 
50.0% 
80.0% 
50.9% 


31.2% 
20.0% 


20.0% 
17.4% 


Average Investment 
Discount Method 


Rates of return by: 
Cash Payback 
Average Payback 
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into the business if the project under 
consideration is adopted; and 

2. Savings—money, which otherwise 
would have been lost to the business, 
that will be retained as a result of the 
project. 


Stream of Earnings: This is the esti- 
mated year-by-year return before depreci- 
ation and taxes, minus the taxes. 

“Discounted yearly according to pres. 
ent worth’: The important thing about 
present worth is that it is not a self-suff- 
cient, independent concept; it exists only 
in conjunction with a specific interest rate. 
The sum of $100-a-year-from-today, for 
example, has no present worth. Dis- 
counted at various rates of interest, it has 
various present worths. 

The factors by which discounted val- 
ues can be calculated are available in ta- 
bles. One such table, from which we have 
made all the present-worth calculations in 
this paper—and which is detailed enough 
for virtually any real-life situation—is 
shown as Exhibit A. It must be stressed, 
however, that our table is zot the stand- 
ard table found in most textbooks. The 
factors in the standard table have the ef- 
fect of discounting only once a year, at 
year’s end. Our table is modified to cen- 
ter discounting in each year. Since te- 
turns from a project are likely to come 
in continuously through the 12 months of 
any year, centered discounting generally 
gives a more realistic picture. 

We shall now compute the rate of te- 
turn, as shown by the discount method, 
for Project A in Table 1. To do this we 
shall draw up a second table, which ap- 
pears as Table 2. If this were a black- 
board demonstration, we should fill in 
the steps one at a time, explaining each 
as we reached it; this procedure would be 
the easiest to follow. Lack of space makes 
it impractical here, but we can perhaps 
achieve more or less the same effect if the 
reader will try to look at the various steps 
only as we call attention to them. 

The top of Table 2 and the first three 
columns are self-explanatory, and Column 
4 is merely Column 2 minus Column 3. 

But note now that in Columns 5 and 6 
the stream-of-earnings figures have been 
discounted at 15 per cent. Where did we 
get 15 per cent? Essentially it represents 
no more than a guess, because this phase 
of the operation is essentially by trial and 
error. But the guess may have had some 
basis. For example, we might—in the 
light of other facts to be pointed out later 
—first have figured the rate of return by 
one of the short cuts. 

Forget that for the moment, however: 
Having guessed 15 per cent, we find the 
factor for each year in the present-worth 
table (Exhibit A) and write it in Column 
5. Each line of Column 6 is simply Col- 
umn 4 multiplied by Column 5 of the 
same line. 

Having finished our line-by-line compu- 
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EXHIBIT A 
PRESENT-WORTH TABLES 
(Modified to Center Discounting in Each Year) 
Year in Which 
Dollar Will Be Present Worth of $1.00 If the Yield Or Discount Rate Is: 
Received 
3% 6% 9% 12% 15% 18% 21% 24% 27% 30% 40% 50% 60% 
1 985 971 956 942 929 915 .902 .889 .876 864 .824 -787 .752 
2 956 914 .874 836 .799 .764 ton .699 .669 .640 553 477 413 
e 928 861 .799 741 .688 .639 393 550 sil .474 .370 .290 .227 
4 .900 811 .730 .657 592 -533 .480 433 390 Re .248 .176 .124 
5 .874 -764 .667 583 510 446 -389 340 .298 .260 .166 .107 .068 
6 .848 -719 .610 Pe 2 439 Sie 316 .268 waar .193 Aye. .065 .037 
7 .823 .677 557 459 .378 311 .256 211 .173 .143 .075 -039 .021 
8 799 .638 509 407 325 .260 .207 .166 .132 .106 -050 .024 O11 
9 AY Wp .601 466 361 .280 iF .168 .130 101 .078 .034 014 .006 
10 BY ip 7 566 425 .320 .241 181 .136 .103 .077 .058 .023 .009 .003 
11 .730 533 389 .284 .207 151 111 .081 059 043 015 005 .002 
12 .708 502 355 .252 .178 .126 .090 .063 045 .032 .010 .003 001 
13 687 472 325 .223 .154 .106 .073 .050 .034 .024 .007 .002 .001 
14 .667 445 .297 .198 132 .088 .059 .039 .026 .018 .005 001 -~ 
15 647 419 27) 176 114 074 .048 .031 .020 013 .003 001 — 
16 .628 395 .248 .156 .098 .061 039 024 015 .010 .002 — — 
17 610 372 227 138 084 051 .031 019 012 .007 001 “nb _ 
18 592 350 .207 123 072 043 025 015 .009 .005 001 ona wah 
19 574 330 189 109 062 036 021 012 007 004 001 — _ 
20 eS 7 310 5 .096 .054 .030 .017 .009 005 .003 -- — — 
30 .413 17) .070 .029 .012 .005 .002 .001 — —_ — oo 
40 306 093 .029 .009 .003 .001 —- —_ = —- -- — 
50 .226 O51 .012 .003 .001 — —_ — — —_— — — 
tations, we total Column 6. The total is 
more than the project’s cost. This means 
we have not discounted heavily enough; TABLE 2 
our answer will be more than 15 per cent. Project A 
So we repeat the Columns-5-and-6 op- Cost: $1,000,000 Life: Five Years 
eration in Columns 7 and 8, substituting Column Column Column Column Column Column Column Column 
18 per cent for 15. Our new total is less : rae. i 3 ‘ re 6 7 teas $ 
than the project’s cost. This means we Earnings Before Stream of fe. a 
hile Dec ] ecsthy: eer ay a Depreciation Afer-Tax Discounted Discounted 
ave discounted too heavily, Out answer 1s Year and Taxes* Taxes* Earnings Factor Value Factor Value 
less'than 18 per cent. ‘3 . : ; P 
a iced 3 Seal atl 1 $300,000 $ 50,000 $250,000 929 $232,250 915 $228,750 
0 find it more exactly we //lerpolate. 2 480,000 140,000 340,000 799 271,660 .764 259,760 
That is: 3 480,000 140,000 340,000 688 233,920 ‘639 217,260 
We subtract the smaller total from the 4 500,000 150,000 350,000 592 207,200 533 186,550 
larger: 5 220,000 10,000 210,000 .510 107,100 446 93,660 
$1,052,130 — $985,980 = $66,150 ae Al $1,052,130 $985,980 
* Not shown in Table 1 
We subtract the project’s cost from the 
larger total: 


$1,052,130 — $1,000,000 = $52,130 
We divide the second difference by the 
first: 
52,130 


Pins tse 5 
66,150 


_ We multiply the last figure by the dif- 
ference between 15 and 18 per cent: 
79x 3% = 2.4% 


We add 2.4 per cent to the smaller of 
the two estimated rates: 


15% + 2.4% = 17.4% 


And that is our rate of return. (We 
could have interpolated equally well from 
the other end—that is, down from 18 per 
cent instead of up from 15. The answer is 
the same in either case. ) 

















FLEXIBILITY OF THE 
DISCOUNT METHOD 

Besides being sound, the discount 
method has the advantage of great flexi- 
bility. For instance, while we chose in 
Table 2 to express Project A’s deprecia- 
tion on a straight-line basis, we need not 
have; this method lets us express depreci- 
ation however we think best. The short 
cuts, as we shall see, permit no such choice. 

The discount method lets us apply any 
predicted change in tax rates at the appro- 
priate point in the stream of earnings. The 
short cuts do not. 

The discount method can reflect costs 
that arise during a project’s development 


THE CONTROLLER.............. 


period. In our examples, each project be- 
gan to produce profits at once. This is 
rarely the case. A complex project may re- 
turn no profits for several years, and the 
money required to put it into operation 
might meanwhile have been used very 
profitably elsewhere. The discount method 
lets us take this lag into account. To illus- 
trate: 

Suppose a project, instead of requiring 
a single-year outlay of $1,000,000, re- 
quires outlays of $800,000 one year and 
$200,000 the next, and suppose it returns 
its first profits the second year. If our cost- 
of-capital is 20 per cent, we add 20 per 
cent compound interest to the cash in- 
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vested, getting a much more realistic cost- 
of-project of about $1,340,000. We then 
figure the rate of return on the $1,340,000 
rather than the $1,000,000. 

This last advantage is one that the short 
cuts theoretically could share. In practice, 
however, they do not, because the addi- 
tional computations tend to destroy the 
chief argument for their existence: their 
ease of calculation. 


THE SHORT-CUT METHODS 

Because the short cuts, like the discount 
method, have various names, we shall have 
to identify those we describe by their equa- 
tions. The most common are: 


Cash Payback : In this method, estimated 
after-tax income is totaled, year by year, 
until its sum equals the original outlay for 
a project. The reciprocal of the number of 
years—that is, one divided by the number 
of years—is the supposed rate of return. 

To illustrate: Since the capital for Proj- 
ect A is recovered in 3 1/5, or 3.2, years, 
its supposed rate of return is 1/3.2, or 
31.2 per cent. 

Average Payback: The supposed rate of 
return is the estimated average annual in- 
come before depreciation and taxes di- 
vided by twice the project’s cost. 

Thus the rate of return for Project A 
would be $400,000 divided by $2,000,000, 
or 20 per cent. 

Average Investment: The estimated av- 
erage annual income before depreciation 
and taxes divided by the project’s cost, 
minus the reciprocal of the project's life, is 
the supposed rate of return. 

Thus the rate of return for Project A 
would be 

$400,000 1 


$1,000,000 5 


or 20 per cent. 
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Let us see now how each of the three 
gives unrealistic results, and why. 


CASH PAYBACK 

First, this method overvalues projects in 
which maximum returns come early, un- 
dervalues those whose maximum returns 
come late. Second, it overvalues short-lived 
projects, undervalues long-lived ones. 
Why ? 

Basically. because its equation is an as- 
sumption based on a confusion: the con- 
fusion of capital recovery with income. 
The payback period concept, on which it is 
based, is perfectly sound—but its only 
proper function is to show how many 
years will be needed to recover an invest- 
ment. Granted, quick recovery of an in- 
vestment is by no means undesirable; the 
discount method, too, puts a premium on 
it. But capital recovery is vot the same as 
income. 

Consequently any resemblance between 
rate of return as shown by the cash pay- 
back method and the valid rate of return 
is almost coincidental. 

We can illustrate this with any of the 
14 projects; let us choose L. Because cap- 
ital for L is recovered in about two years, 
and for no other reason, its rate of return, 
according to this method, is 50 per cent. 
The fact that its stream of earnings falls 
sharply after Year 2 is disregarded; a 
complete cessation of earnings after Year 
2 would also have been disregarded; so 
would a jump in earnings, after Year 2, 
to millions of dollars annually. In any of 
these cases—or in any other case, provided 
only capital is recovered in two years—the 
rate of return, by this method, is 50 per 
cent. 

Since all it measures is the speed with 
which capital is recovered, and since cap- 
ital must be recovered quickly, if at all, in 
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a short-lived project, it overvalues short- 
lived projects; and since it covers only the 
period during which capital is being re- 
covered, it undervalues projects in which 
maximum returns come late. 


AVERAGE PAYBACK 

First, average payback tends generally 
to overvalue. (The average rate of return 
for the 14 projects in Table 1 is 30.7 per 
cent according to average payback, 23.6 

r cent according to the discount 
method.) This is chiefly a result of its fail- 
ure to discount. 

Second, it especially overvalues projects 
in which maximum returns come late. The 
key to why it does this is the word “ay- 
erage’ in its name; it holds, in effect, that 
n dollars earned any time equal 7 dollars 
earned any other time. This is simply not 
true; the sooner money is earned or freed, 
the sooner it may be put to new produc- 
tive use. 

However, this is also a “payback” 
method, based, like cash payback, on mis- 
use of the payback period concept. Like 
cash payback, it overstresses mere recovery 
of investment. As a result, it has still a 
third fault: Like cash payback, it over- 
values short-lived projects. 

In spite of all this, it has undervalued 
three of the 14 projects: B, C and L. The 
reason: 

Its equation provides for doubling the 
cost of a project; this tends to nullify, to 
some extent, the inflationary effect of its 
failure to discount. But the deflationary 
effect is averaged, while discounting would 
not have been. Consequently, the failure 
to discount may be more than neutralized 
when its effect would have been compara- 
tively small—as in the case of a project 
whose life extended well beyond the pe- 
riod of its maximum earnings. 

(Continued on page 514) 
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Analysis and Control 


of a Cash Flow System 


Martin N. Kellogg 


N THE PAST FEW YEARS and to an in- 
creasing extent in the recent period due 
to increasingly tight money supplies, man- 
agement interest has been focused upon 
means to better utilize the large amounts 
of cash which flow through the business 
process. One very important phase is con- 
cerned with increasing the rate at which 
cash‘is made available through business 
operations. For example, a company with 
monthly receipts of $6 million has the op- 
portunity to recover about $1,000 per 
year in interest (at 6% per year) for every 
day it can make that cash available for 
business use. 

Recently this problem was studied for 
a large company with average monthly 
billings of $60 million. Indications were 
that although it is practical to expect re- 
ceipt of cash within ten days of perform- 
ance of service, in actual practice it is more 
likely an average of 30 days. These 20 
days of unproductive use of working capt- 
tal are worth about $200,000 per year in 
interest (at 6% per year). Even at the low 
rate of three per cent per year the amount 
would be about $100,000 per year. 

From the above remarks the reason for 
management interest in this problem and 
its solution is obvious, and a practical 
technique will have extensive implica- 
tions and value. Therefore, the following 





in industrial 





analysis of the problem and technique of 
solution have been developed in answer 
to this need. 


THE CASH FLOW PROBLEM 
The incoming cash flow cycle can be 
broken into four processes which are: 
Process Controlling Dates 
Date service 
is commenced. 
1. Performance 


of Service: 
Date service 
is completed. 
2. Billing: 
Date bill 
is issued. 
3. Collection: 
Date bill 
is collected. 
4. Banking: 
Date cash 
is deposited. 


The velocity of incoming cash flow can 
be increased only to the extent that this 
cycle is shortened in time, but to achieve 
this, positive control over the above listed 
dates must be maintained. 

Investigations disclosed that positive 
control over the incoming cash flow is not 
achieved with present systems. However, 
this was only a subjective evaluation with 
the exception of one minor subprocess 
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How to increase the rate at 
which cash is made available 


(miscellaneous collections) for which test- 
ing disclosed that for 35% of the items 
the elapsed time between completion of 
service and bill issuance dates was be- 
tween eight and 24 weeks. The problems 
in obtaining a quantitative evaluation of 
the lag in cash flow were: 


1. The extremely large volume of items 
involved (estimated bills originated by col- 
lection points were 244,000 per month), 
which prohibited anything But a small 
sample. 

2. The necessity for first describing the 
cash flow system in order to determine the 
exact nature of the problem as to areas of 
responsibilities and specific problems in- 
volved in each area. 

3. The necessity for first determining 
and describing the control devices which 
are relied upon for regulation of each 
area. 


Upon completion of items two and 
three above, the remaining problem is: 
How can this large volume of data be 
evaluated in order to objectively verify the 
need for a more efficient control system 
for cash flow? 

If an objective verification is accom- 
plished and indicates a need for increased 
controls, then a second problem arises: 
How can a positive control system be 
established ? 


EVALUATING CASH FLOW 
VELOCITY BY STATISTICAL SAMPLING 
A very clear-cut method of evaluating 
the necessity for increased control of cash 
flow is to describe for each process of the 
cycle a time period which is desirable 
under an efficient and controlled system. 
This time period would be compared to 
the time actually realized in current prac- 
tice, and if the difference were significant, 
it would be concluded that the current 
system was not efficiently controlled. Con- 
versely, if the difference were not signif- 
cant, the current system would be accepted, 
and further work would be discontinued. 
The above reference to a time period 
(Continued on page 488) 
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A. C. GILBERT, JR., President 
The A. C. Gilbert Company 
New Haven, Conn. 






The A.C. Gilbert Company* has used Traveletter for over 40 years 


* Makers of “Both our Sales and our Accounting Divisions 

have been very pleased with Traveletters. The 

E RECTOR Sales Division likes them because they provide 

ready cash at all times for the men on the road 

without the risks of carrying large amounts 

and of cash. It saves time and money through avoid-. 

ing costly emergencies that might require 

AMERICA FIVER wiring money. It eliminates embarrassment on 

the part of the salesmen in trying to get per- 

sonal checks cashed. Every hotel of any size 

in the country recognizes the Traveletter and 

never questions the credit of the individual or 

of the firm. Our Accounting Department likes 

them because they minimize the amount of 

cash advances required for a salesman, elimi- 

nate the risk of loss or theft and give very 

good control over salesmen’s expenses. The 

proof that we like them is that we have used 
Traveletter for over 40 years.” 





The Traveletter System reduces cash advances, 
saves accounting time and lost orders, builds 
morale of salesmen. 
Traveletter Used by companies employing from 1 to 1,000 
travelers, including United Aircraft Corpora- 
... the better system for handling tion, American Cyanamid Co., Western Elec- 
travel expenses . . . since 1894 tric Co., and many others. 


Descriptive Brochure on Request 


TRAVELETTER CORPORATION e GREEENWICH 2, CONNECTICUT 
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EXAMPLE | 
Desirable Distribution of Cash Flow 


does not mean a fixed period. For any 
such system the time period varies from 
item to item generating a distribution of 
time periods. Examples I and II show two 
distributions. Example I illustrates a de- 
sirable cash flow cycle distribution with 
an average completion period of ten days 
(weighted by dollar volume). Example Il 
illustrates an undesirable distribution with 
an average completion period of 30 days. 

At present it is not known whether 
Example I or Example II (or some other 
distribution not shown) correctly pictures 
the actual cash flow distribution. The pur- 
pose of a sampling analysis is to make a 
correct discernment between two levels. 
This program may be simply stated as fol- 
lows: 

1, Establish a statement to be tested. 
(i.e. the average elapsed time of the cur- 
rent system is the same as the desirable 
average elapsed time as shown in Ex- 
ample I.) 

2. Determine the risk level. (i.e. what 
chance of an erroneous conclusion is ac- 
ceptable?) This can be determined by bal- 
ancing the costs of avoiding an erroneous 
conclusion against the cost resulting from 
actions based on erroneous thinking. 

3. Determine the required sample size. 
This would depend on the choice for item 
two above, but preliminary analysis indi- 
cates that a sample of 600 items from any 
one process would give very reliable re- 
sults.* This would apply to the 244,000 
* Further analysis of specific situations very 
likely would permit significant downward re- 
visions on this figure which is based on the as- 
sumption of scant knowledge of the actual 
process distribution. 
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III), conclude that the current process is 
acceptable and no further control devices 
are needed. If the opposite is true (as 
illustrated in Example IV), then proceed 
to install effective control procedures. 


In the preceding discussion, it was im- 
plied that sampling verification of the 
general process of billing by collection 
points will be conducted. It should be fur- 
ther pointed out that verification of many 
subprocesses will be desirable. This will 
indicate specific responsibilities and _proc- 
esses which require direct attention. 

In all cases, process definitions will 
have to be clearly specified so that conclu- 
sions relate to specific areas of responsi- 
bility. This will then provide the necessary 
basis for a control system. 


CONTROL OF CASH FLOW 

VELOCITY BY STATISTICAL SAMPLING 
Assuming that the above test verifies 

the need for increased controls over the 

cash flow cycle, it is necessary to develop 

an efficient means of achieving this. 
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EXAMPLE Il 
Undesirable Distribution of Cash Flow 


items per month originated by collection 
points. 

4. Accomplish 
group(s). 

5. Determine confidence interval around 
sample mean. 

6. Compare confidence interval with 
desirable time period distribution. If the 
confidence interval includes the desirable 
average time (as illustrated in Example 


taking of sample 


ee: 
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The situation can be readily analyzed as 
a problem in statistical quality control. 
That is, it is a continuous process for 
which the production is cash receipts. Pro- 
duction of high quality means a high 
velocity of cash flow (short time period). 
Production of low quality means a low 
velocity of cash flow (long time period). 

The objective of control is to achieve 
the highest rate of quality commensurate 
with economical control costs. This bal- 
ance can be achieved by statistical analysis 
and control. The techniques of statistical 
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EXAMPLE III 
Sample with Confidence Interval Including Desired Average 
(Process Is Accepted) 
































Desired Average 
| Pa a a a 
| a | ie 
/ | \ 
| / | % 
/ \ 
| / | \ 
$ | / | \ 
| / l \ 
| / | X 
| f | Actual % 
| / Sample | Average % 
| sf Average | \ 
| ap | ‘ 
l7 \ 
A \ 
Y % 
as Confidence aA 
ya Interval %: 
A | / 
0 10 20 30 40 50 60 
Expired Time—Beginning to End of Cycle in Days 








EXAMPLE IV 
Sample with Confidence Interval Not Including Desired Average 
(Process Is Not Accepted) 


quality control have long enjoyed prac- 
tical acceptance, and since this particular 
situation presents no new technical prob- 
lems, it is not necessary to provide a 
lengthy detailed discussion except for the 
following comments. 

The initial verification information will 
be very useful in the first phases of estab- 
lishing the control procedure. Specifically 
it will provide knowledge of the present 
process average and confidence intervals 
around which the control limits may be 
established. Tl.ese limits will be set at a 
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lower level than the present in order to 
enforce improvements, but oaly at a level 


- which will focus attention upon the worst 


offenses. Tightened control will not be 
attempted at once, but will be achieved 
through gradual pressures of stepped re- 
duction in the acceptable time period as 
indicated in Example V. 

Based upon daily sampling inspection 
of items of the process (sample size of 
four items), average values will be plotted 
on a control chart. Sample averages which 

(Continued on page 505) 








‘i Announcing 


a digest of 


PRODUCTIVITY 
ACCOUNTING 
by 
Hiram S. Davis 


As a service to executives, desirous 
of keeping in touch with important 
business publications yet pressed for 
time, Controllership Foundation 
publishes a series of digests of im- 
portant business books. 


PRODUCTIVITY ACCOUNTING, 
published by the University of Penn- 
sylvania Press, presents a method for 
measuring the productivity of a busi- 
ness that is as useful in periods of 
rapidly changing prices as it is when 
prices are stable. An illustrative ap- 
plication of the method is given and 
the theoretical and practical difh- 
culties are considered. Five uses of 
the technique are then discussed : 


1. Over-all measure of the eff- 
ciency of a firm 


2. Analytical audit of past per- 


formance 

3. Budget control of current 
performance 

4. Common-price financial state- 
ments 


5. Measurement of initial distri- 
bution of the benefits flowing 
from gain (loss) in the firm's 
productivity. 


Copies of the 50-page digest 
available at $1.00 each from 


CONTROLLERSHIP 
FOUNDATION, INC. 


Research Arm of Controllers Institute 


Two Park Avenue 
New York 16, N. Y. 


Orders from nonmembers outside 
Continental U. S. and Canada 


must be accompanied by remittance 
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Phidentloyowriiters 
... enables even small and medium- 
size businesses to make their account- 
ing automatic. Whatever is typed on a 
Flexowriter—an invoice, for example—is 
also reproduced on by-product punched 
tape. Tape can then be processed by 
other common language Tape-Talk ma- 
chines at nearest IDP center. Flexowriter 
tape can also be used to actuate address 
plate embossing machines, tabulating 
card punches, computers, and the same 
or other Flexowriters. 





Whatever your office work pattern involves — 
time cards, invoices, sales orders, inventory con- 
trol, repetitive accounting steps—these Friden 
Integrated Data Processing machines can handle 
the job far more efficiently, a less costly way! 
The means is punched tape... carrying data 
translated into a common code language from 
one automatic Friden machine to another... to 


another and another. 


By tape these new machines streamline office 
procedures. They originate, interpret, and pro- 
cess on tape both numerals and words. Chance of 


n tape-talk can systemiz4 
the work pattern in any olfic 


human errors in recopying is eliminated. 
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With one or more Friden Tape-Talk machines) , 
your office can realize immediate benefits from 
an automated system. For every pressing paper: 
work problem, Friden has a Tape-Talk answer. 
Each machine quickly pays for itself. 

Here is a new kind of automatic office world 
you can’t afford not to learn more about. Call 
your nearby Friden agency or write FRIDEN 
CALCULATING MACHINE Co., INc., San Leandro, 
California... sales, instruction, service through: 


out U.S. and the world. 


“frit lly ot 









* 










Caleulotor 

















is the essential programmer in maf 
IDP systems. Operating alone ort 
combination with other automatic mé 
chines, this famed Calculator performs 
more steps in figure-work without oper: 
tor decisions than any other calculating 
machine ever developed. 


has 10-key patented keyboard, Visible 
Check window for accuracy. Models 
available with or without automatic 
step-over of multiplicand. Specialized 
adaptations of the Friden Adding Ma- 
chine actuate or are actuated by IDP 
machines. 





© Friden Calculating Machine Co., In 
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world 7 


. Call 
RIDEN 
andro, 


rough: 


rion, Compiler? 


. an IDP machine combining auto- 
atic writing and automatic calculating. 
quipped with automatic tape punch 
nd reader, it interprets and records 
oth alphabetical and numerical data. 
Produces tape enabling other machines 
9 transfer data to punched cards or 
ccounting records; or data may be 
ent by wire to other offices. The Friden 
omputyper is widely used to system- 
be billing, inventory, cost analysis, sales 
Jistribution, statistics, other typing- 
omputing operations. 
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ROCHESTER, N.Y., SUBSIDIARY 





Ppidew Qdd-Panel’ 


is the 10-key adding and listing machine 
with tape punch mechanism. A key IDP 
unit, the Add-Punch ‘‘writes’’ punched 
tape while printing on adding machine 
tape. The punched tape can be inter- 
preted by other similarly-equipped ma- 
chines. Typical Add-Punch functions 
include recording of retail sales, sales 
audit, production and inventory control, 
and coding statistical data. 


From the Friden fully automatic Calculator, famed Thinking Machine 
of American Business...to the unique Natural Way Adding Machine... 
to IDP systems units that streamline procedures with automatic Tape-Talk— 
chapter by chapter the FrIDEN STREET Story presents challenging new 
opportunities for cost-savings in every office! 
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Local Spending 

In fiscal 1956, state and local governments took in more 
money, spent more money and went deeper in debt than ever 
before in history. Spending by these government units rose 
7 per cent to more than $43 billion while revenue increased 
by 11 per cent to nearly $42 billion. The local units bor- 
rowed $7 billion and paid off $2.5 billion of previous in- 
debtedness, leaving the total debt at $49 billion. Of the 
total debt, the states owed almost $13 billion, municipalities 
almost $17 billion, school districts $8.5 billion, while $10.5 
billion was owed by counties, townships and special districts. 
Nearly 75 per cent of the general spending of state and local 
governments went for four major functions—education, 
highways, public welfare, and health and hospitals. During 
fiscal 56, taxes and other revenues collected directly by state 
and local governments amounted to $38.5 billion while 
more than $3 billion were received in federal grants. 


Fringe Benefits 

IRS has approved some 4,130 profit-sharing plans and 
6,300 pension or annuity programs in the last two fiscal 
years. Fewer than one per cent being submitted to IRS wind 
up being rejected, but no figures are available for the num- 
ber of times a plan may be referred back to the applying 
concerns until it is drafted in acceptable form. 


Business Mergers 

The number of major business mergers reported during 
the first six months of 1957 is 462, compared with 466 for 
the same period in 1956 according to the FTC. For the first 
half of 1955, a total of 404 mergers was recorded. 


Income Tax 

In determining earnings and profits available for divi- 
dends by an accrual method corporation, fraud penalties 
must be accrued for the year in which the return which gave 
rise to such penalties was filed; Revenue Ruling 107 is re- 


voked. 
Sick Pay 


Wages received for a period of absence from work be- 
cause of illness may constitute excludable “‘sick pay’ even 
though a portion thereof is reflected on the employer's rec- 
ords as ‘vacation pay.” 
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Antitrust Activity 

Fines amounting to $696,750.00 were given to antitrust 
violators during the first six months of 1957. In this period 
38 new antitrust cases were started compared with 29 in 
the first half of 1956 and 20 in the first half of 1953. Two 
of the new antitrust cases named labor unions. 


Jobless Benefits Raised 

Out-of-work benefits were raised in 24 states during this 
year, according to Commerce Clearing House. A state-by- 
state survey of current unemployment legislation reveals 
that 23 states boosted the maximum benefits available to the 
jobless by an average of $5 a week, and one state provided a 
larger total by increasing the duration of payments. The 
pay increases ranged from Wyoming’s increase of $11 to 
Michigan's increase of $1 for dependents. 


The Expanding Government 

The Government’s payroll for its civilian employes hit a 
record high during the fiscal year ended June 30, exceeding 
$x1 billion for the first time. This total did not include 
$215 million the Government paid to foreign nationals not 
on the regular payroll. The Government's civilian payroll 
has shown an increase each year for the past three years and 
the new payroll total is about $500 million higher than the 
previous year. 


State Income Tax Collections 

Income tax collections in the states rose faster than sales 
tax revenue in fiscal 1957. Sales taxes, the states’ biggest 
revenue producers in the postwar period, rose 8% against 
a 14% gain in individual taxes and an 11% increase in 
corporation income tax yields. 


Small Business Loans 

Loans to small firms made by SBA during fiscal 1957 
totaled $159 million, an increase of 85 per cent over the $82 
million loaned during fiscal 1956. In the recent fiscal year 
SBA approved 3,536 loans to small firms compared with 
1,915 loans in fiscal 1956. 


Pension and Welfare Funds 

Five state governments have taken direct action to control 
the handling of employe pension and welfare funds, accord- 
ing to Commerce Clearing House. The fund trustees in New 
York, Washington, Wisconsin, California and Connecticut 
are now required to register and report details of collections 
and distributions involved in the management of such funds. 
The laws also contain provisions for state officials to con- 
duct full examination of funds and their trustees. Enforce- 
ment powers are included, with penalties prescribed for 
violations. 


The Millionaire Club 
According to IRS, 201 taxpayers reported adjusted gross 
income of $1 million or more in 1954, compared with 145 
in 1953 and a high of 219 in 1950. The figures do not in- 
clude unrealized depreciation in value of securities or other 
property of individuals for the year. 
—BEN JAMIN R. MAKELA 
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Short cuts with Recordak Microfilming 


Latest report on how this low-cost photographic process is simplifying routines 
for more than 100 different types of business . . . thousands of concerns 


NEW CONVENIENCE FOR 
CUSTOMERS ANNOUNCED BY 
WESTERN UNION PRESIDENT 


New York, N.Y. 

Mr. W. P. Marshall, President of the Western 
Union Telegraph Company, revealed that the com- 
pany is now using Recordak Microfilmers to photo- 
graph its customers’ telegrams in 56 major cities. 

This move lets Western Union return the original 
telegrams with its monthly bills —a great con- 
venience for customers. It frees them from keeping 
a bulky verification file of all messages sent. 
Charges can be checked immediately. Questions 
about bills are reduced better than 80%. 

At the same time, Western Union gets out its 
bills in half the time formerly spent. 

Since the original telegrams go out to the cus- 
tomer, there’s no need for the billing clerk to post 
the date and destination of each wire on the bill. 
She simply lists the charge with one hand, and 
with the other feeds the telegram into a Recordak 
Reliant Microfilmer. 

This simple operation gives Western Union 
accounting centers photographically accurate 
records—in alphabetical and chronological order— 
which are filed in 2% of the space required before. 
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Films can be checked in a Recordak Film Reader 

whenever needed—hours of searching saved. 
Regardless of your type of business or its size, 
you should read “‘Short Cuts that Save Millions.” 
Shows how Recordak Microfilming cuts costs not 
only in billing but also in your other daily routines. 
“Recordak”’ is a trademark 


=RECORDPK 


(Subsidiary of Eastman Kodak Company) 
Originator of modern microfilming — 
now in its 30th year 
eececeseses eMAIL COUPON TODAY--- 


¢ RECORDAK CORPORATION 
* 415 Madison Avenue, New York 17, N.Y. 


: Gentlemen: Please send free copy of 

« “Short Cuts that Save Millions.” V-10 
7 

e Name Position 

e 








: Company 
* Street 
es 


° City State 











Mr. W. P. Marshall, President, The Western Union Telegraph Co. 








Employe Appraisal and Development 


Eugene T. Schauer 


NY PLAN for improvement of job per- 
A formance must include the following 
simple practical steps: 


1. Set up standards of performance 

2. Measure or judge performance against 
such standards 

3. Counsel with the employe and plan a 
program for improvement 


Such measures are easy to state but they 
are much more difficult to implement. 
They involve a great deal of hard work. 
Setting up performance standards implies 
something in writing which can be used as 
a comparison. Written job descriptions, 
while not a complete answer, are a step in 
the direction of an objective standard. 

Do you have anything objective against 
which you can measure or judge the per- 
formance of the employes under your 
supervision? 

Do you have written job descriptions? 

If so, are they up to date? 

These questions serve to emphasize a 
part of the problem, for unless an ap- 
praiser has a clear idea of what he expects 
of an employe, how can he hope to be 
objective in appraising that employe’s per- 
formance? And how can he ever hope to 
get across to the employe what he expects 
unless he can state his expectations in a 
clear objective manner? If he can do that, 
he can put such expectations in writing. 


The second step—measuring employe 
performance—involves an appraisal of 
employe performance, while the third step 
implies the necessity of a carefully pre- 
pared and skillfully handled interview 
together with a plan for improvement 
which must be followed-up in the future. 
If it could be assumed that the first two 
steps mentioned above were efficiently 

erformed, the plan for improvement 
would still fail to accomplish its objective 
if the third step were not also efficiently 
carried out. Counseling with the employe 
relative to his performance is the pay-off 
in the entire plan. To omit that step or to 
perform it inefficiently is to nullify most 
of what has been done before. It can be 
compared to the performance of the foot- 
ball team that gains ground beautifully 
down to the ten-yard line and then either 
fumbles or bogs down and fails to score. 





CRITERIA FOR A PLAN 

In order to have a starting point sup- 
pose we assume that your company has 
decided to embark on a plan for improve- 
ment of employe performance and that 
the system of appraisal now in use does 
not seem to be getting the results desired. 

What are some criteria to observe or 
guideposts to follow in designing that 
plan? 














EUGENE T. SCHAUER, associate professor of Accounting, 
Oklahoma State University, gave this talk before the Pe- 
troleum Accountants Society of Oklahoma. Before joining 
the OSU staff in 1942, he taught in Oklahoma high schools 
and was professor of Business at Northeastern State Col- 
lege. During World War Il, he was on leave of absence to 
the Tennessee-Eastman Corporation, Oak Ridge, and re- 
cently has lectured for business groups in various cities in 
Oklahoma. For the past two summers he was a consultant in 
the Controllers Department of Continental Oil Company. 
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Fight the employe shortage 
by improving performance 
of current personnel 


1. Decide that employe appraisal is neces- 
sary 
2. Make preliminary plans 
a. Appreciate the necessity of a tailor- 
made system 
b. Determine what the purpose or aim 


shall be 

c. Decide who should make the ap- 
praisals 

d. Decide how often appraisals should 
be made 


e. Determine whether appraisers will 
have time to make appraisals 
3. Develop the appraisal form itself 
a. Determine what type of form to use 
b. Determine what traits are to be 
measured or judged 
c. Decide whether some traits are to 
be given more weight than others 
4. Train the appraisers 
a. Sell appraising to the appraisers 
b. Give instructions in techniques and 
skills needed to make appraisals 
c. Give instruction in techniques and 
skills needed in counseling 


Let us now consider these criteria in 
detail. First, decide that appraisals are 
necessary. No system of appraisal can suc- 
ceed unless it has the whole-hearted sup- 
port of the people who do the appraising. 
In any organization there are some men 
who question the value of the entire idea. 
These men are honest and sincere. They 
have real doubts. Actually, though, ap- 
praisals are going to be made whether the 
company has a system or not. 

The choice is not: 

Shall we or shall we not appraise our 
employes? 

The real choice is: 

Shall we make appraisals on a hit or 
miss basis with each appraiser acting 
independently, or shall we appraise on an 
organized and systematic basis which at- 
tempts to secure a uniform approach to 
the problem and moves in the direction of 
obtaining fair and unbiased appraisals? 

From another point of view, the 
periodic appraisal of personnel can be 
compared to the periodic inventory of the 
physical assets of a business. An inventory 
of materials is taken for granted, but an 
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inventory of the human resources of a 
business is at least of equal importance. 

The second criterion mentioned was: 
Make preliminary plans. Perhaps the most 
important one factor in this phase of the 
work is to appreciate fully the fact that an 
appraisal procedure cannot be secured by 
sending a requisition to the purchasing 
department. It cannot be bought. Neither 
can it be borrowed from someone else. It 
must be tailor-made to fit the problems 
peculiar to your organization, expressed 
in terms familiar to your people and de- 
veloped by them. Too often we become so 
concerned with the particular form to use 
that the problems to be solved become 
secondary and the form itself becomes the 
end. 

The next decision to be made is: 

What shall be the aims and purposes 
of our appraisal procedure? 

What do we wish to accomplish? 

Different companies use their appraisal 
systems to try to achieve many different 
results. Surveys show that as many as ten 
or twelve aims have been set forth as 
being the purpose of appraisals. Some of 
these are: 


1. To help in deciding who should be 
promoted or given a salary increase 

2. To discover employe weaknesses as a 
basis for training 

3. To uncover outstanding talents 

4. To develop employe morale by creat- 
ing confidence in management 

5. To help in assigning work in accord- 
ance with ability 

6. To stimulate people to improve 

7. To serve as a basis for discharge 


With so many purposes available, all of 
which seem to be quite important, it is 
very easy to fall into the error of trying 
to make the appraisal system become all 
things to all people and by a scattering of 
effort reduce the effectiveness of the 
whole. Concentrating effort in an attempt 
to accomplish only one or two objectives 
is a most important factor in determining 
the final results obtained. 

The next two items in planning are: 

Who shall make the appraisals? How 
often shall appraisals be made? 

Regarding the first of these, three possi- 
bilities are available. Appraisals can be 
made by superiors, by subordinates or by 
equals. It is almost universal practice for 
appraisals to be made by superiors, fre- 
quently with a review by the next higher 
echelon of management. Such studies as 
have been made seem to indicate that 
people prefer to be appraised by superiors. 
This does not mean, however, that such 
is necessarily the best way for it to be 
done. Indeed, it is quite likely that an 
appraisal by one’s equals or subordinates 
will more accurately reflect his real com- 
petence than will an appraisal made by his 
superior. Three reasons are advanced to 
support this belief. 
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First, a man’s equals or subordinates 
are in much closer contact with what he 
does on an hour-by-hour and day-by-day 
basis than is his superior. Second, a man 
naturally tries to be at his best when his 
superior is present, while the equals and 
pe ln, see him as he really is. Third, 
using equals and subordinates makes it 
possible to get a number of judgments, 
the average of which might be more re- 
liable than a single opinion. 

Regardless of these theoretical ad- 
vantages, however, the fact remains that 
it is not the way most companies go about 
making appraisals. The general rule fol- 
lowed is to have the appraisal made by 
the person or persons who are in closest 
contact with the employe’s work. Such 
studies as have been made seem to show 
that having the appraisal made by the 
employe’s immediate supervisor with a 
review by the next higher level of super- 
vision produces a more valid appraisal 
than do alternative plans. 

Frequency of appraisals is an individual 
company matter although the purpose of 
the appraisal may be the controlling 
factor. Appraisals can be made annually, 
semiannually or quarterly. They can all 
be made at one time or they can be 
staggered throughout the period. If the 
appraisal is tied to promotions or salary 
increases, employes will probably want 
more frequent appraisals. If promotions 
are at stake, it might be better to appraise 
all people at the same time. If, however, 
the purpose of the appraisal is employe 
improvement, less frequent appraisals are 
necessary. Most companies insist on more 
frequent appraisals for new employes, per- 
haps a three- or six-months’ appraisal dur- 
ing the first year of service. At the other 
end of the scale is the problem of what to 
do about the man who has been on the 
job for many years or is nearing retire- 
ment. Will any useful purpose be served 
by having even an annual appraisal made 
in such cases ? 

The last point to consider in the pre- 
liminary planning is: 

Will the appraisers have time to carry 
out the program? 

It is mighty easy to say that appraising 
personnel is a most important supervisory 
function but the fact remains that to the 
busy supervisor, appraising employes is 
just one more demand for time on an 
already crowded schedule. The attitude of 
higher management is most important. 
If it will take an active interest in the 
appraisal procedure and give it unquali- 
fied support, not just lip-service, a sound 
basis will have been established. Also, 
there should be included in the procedure 
some plan for freeing appraisers of 
routine duties when the time to make 
appraisals comes around. Naturally, some 
place should be provided for the appraiser 
to sit down in privacy to perform the 
appraisal without interruptions. 

(Continued on page 496) 
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Employe Appraisal and 
Development (Continued from p. 495) 


DEVELOPING A FORM 

The next step after the planning is to 
develop the appraisal form itself. The 
type of form to use is the first decision to 
make. Three possibilities are available. 
First, the general trait scale. This usually 
involves a list of general traits such as “‘de- 
pendability, judgment, co-operation, in- 
itiative,’ etc. These traits are usually 
defined in some manner and the appraiser 
is asked to indicate on the scale the degree 
to which the employe possesses that trait. 
The scale may be graduated with numbers, 
e.g., from one to ten; or it may have a 
list of descriptive adjectives, such as ‘‘ex- 
cellent,” “good,” etc. The second possi- 





ACCOUNTING & FINANCIAL 


PERSONNEL 
FOR U.S. & OVERSEAS POSITIONS 
(No employer obligation for fees) 
CONTROLLERS 4 
ACCOUNTANTS 4 
AUDITORS 4 
BUDGET 4 
COST 4 
DATA PROCESSING 4 
SYSTEMS 4 
TAX 4 


HANLE Y 


ACCOUNTING PERSONNEL 
50 CHURCH ST. NEW YORK 7, N. Y. 
(agency) 

JOHN F. HANLEY WILLIAM J. HANLEY 
Over 25 Years 
Practical Accounting Responsibility 





























bility is the behavior check list where a 
number of statements of specific activities 
involved in performing the job are given 
and the appraiser is asked to check 
whether the employe does them; or per- 
haps how well he does them. The third 
possibility is to rank the employes in 
order from “best”? down to “poorest” 
either on over-all ability or on some de- 
fined characteristic. Still another possi- 
bility, which perhaps should not be called 
a form, is to request the appraiser to write 
a paragraph or two about the employe. If 
the appraisal is to be used administra- 
tively, probably the general trait scale or 
ranking method would be the better. But if 
the object is to secure something to serve 
as the basis for a constructive interview 
with the employe and is intended to im- 
prove performance, the check list would 
probably be superior. 

The next step is to decide upon the 
traits to be measured. In practice the 
names and numbers of traits included on 
appraisal forms differ widely. Surveys re- 
veal that a total of 35 supposedly differ- 
ent traits have been used. The greatest 
number on any one form was 19 and the 
smallest was four. The average was ten. 
How many traits to include cannot be 
decided arbitrarily. The best thought 
seems to tend toward fewer traits to be 
checked. In general it can be said that 
the traits to include are those which are 
required of a person doing the job on 
which performance is to be appraised. 
Since it is impracticable to develop a 
separate scale for each job, the most im- 
portant traits common to many jobs will 
have to be selected. No trait should be 
selected for use unless it meets the tests 
of observability, distinguishability and is 
required on the job. 

The last step is to decide whether some 
of the traits should be given greater 
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weights than others. This is most fre- 
quently attempted by using numbers on 
the scale and having some traits appraised 
on a basis of from one to five, others from 
one to ten, etc. While this appears to be 
a neat way of weighting the traits, it just 
does not work out that way. The true 
weight of any trait is a mathematical prob- 
lem in statistics which has no place in our 
discussion. Suffice to say that the weight- 
ing of traits is of doubtful value. 


TRAINING THE APPRAISERS 

The final criterion suggested was the 
need to train the appraisers. I think it is 
self-evident that if we have good super- 
visors who have a clear idea of what they 
are trying to do in making appraisals, we 
will secure improved appraisals. It is the 
man who makes the difference, not the 
tool with which he works. Good men with 
poor tools will still do a reasonably good 
job. With better tools, they will do a 
better job. Let us emphasize that the ap- 
praisal form and the system is the tool. It 
requires a capable man to use: it to ad- 
vantage. 

Under the best of circumstances, ap- 
praising others is an extremely difficult 
job. Personal prejudice and bias are 
human weaknesses which even the finest 
of supervisors can possess and perhaps not 
be aware of. It is essential, therefore, that 
some sort of training be made available to 
acquaint supervisors with the more ob- 
vious difficulties and pitfalls to be avoided 
and some of the more obvious techniques 
to be followed. While no business will 
entrust a new man with an expensive 
piece of delicate machinery without at 
least showing him how to turn it on and 
off, there has been no hesitation in turn- 
ing untrained and uninstructed super- 
visors loose to make appraisals. 

One purpose of a training program 
should be to sell appraising to the ap- 
praisers. I think it would be a mistake to 
assume that this is not necessary. While 
there may be no active opposition to the 
idea, there may be considerable passive 
resistance which is the most difficult to 
overcome. Start at the top and work 
down. Top management must sincerely 
believe in and actively support the ap- 
praisal program. Signed directives are not 
enough. Management must demonstrate 


Record Controls’ 
skilled staff is 
prepared to 
study your office 
routines and 
co-ordinate 
your records 
system, recom- 
mending proper 
equipment an 
machines to 
do the best job. 


INC 





RECORD CONTROLS, INC. 
CHICAGO e 209 S. La Salle Street 
NEW YORK e _— 60 East 42nd Street 


THE CONTROLLER * OCTOBER, 1957 









by 
vel 
sta; 
pat 
anc 
Ma 
pro 
tha 
imp 
ref 
evic 
bot! 
7 
tral 
niq 
be ¢ 


te) 


to 
D7 Fen =: me 


Aa & 


We 
you. 
form 














fre- 
S on 
aised 
from 
0 be 
; Just 
true 
>rob- 
1 our 


ight- 


s the 
it is 
uper- 
they 
s, We 
s the 
t the 
with 
good 
do a 
e ap- 
ol. It 
> ad- 


, ap- 
ficult 
; are 
finest 
S$ not 
, that 
le to 
e ob- 
oided 
ques 
; will 
nsive 
ut at 
1 and 
turn- 
uper- 


gram 
e€ ap- 
ike to 
While 
o the 
assive 
ult to 
work 
cerely 
ie ap- 
re not 
istrate 


trols’ 
taff is 
ed to 
office 
s and 
inate 
cords 
:com- 
roper 
t and 
nes to 
+ job. 


NC. 








by actively participating in the program. 

Next, bring the appraisers into the de- 
velopment of the procedure at the first 
stages. Insist upon their actually taking 
part in the development. Solicit opinions 
and ideas, discuss aims and objectives. 
Make the appraisers feel that the end 
product is partly their idea. Remember 
that keeping the appraisers sold is just as 
important as the original selling. Periodic 
refresher training is called for. Include 
evidence showing the benefits of appraisal 
both to the supervisor and the employe. 

The other major purpose of appraisal 
training is to give instruction in the tech- 
niques and skills needed. Some points to 
be covered are: 


1. The clarification of the aims and pur- 
poses of the appraisal. Make sure that 
the appraisers understand what is try- 
ing to be achieved and that they con- 
cur in such aims. 

2, Give instruction in the meanings of the 
characteristics or traits which are to be 
evaluated. Merely to define a trait on 
the form itself is no guarantee that 
common understanding of its meaning 
has been obtained. 

3. Give instruction on the meanings of 
the different gradations on the scale if 
a scale is used. Some appraisers grade 
consistently high; others consistently 
low. Exactly the same performance 
might be given widely different grades 
by different > aaiteger simply because 
each has a different idea of what the 
gradations mean. 


4, Give instruction in the avoidance of 


some of the more common errors of 

appraisers. Some of these errors are: 

a. A lack of sufficient knowledge of 
the employe. The need to be ap- 
praisal-conscious throughout the en- 
tire period rather than just the week 
before the appraisal is due. The 
need to be on the lookout for evi- 
dence to justify the grade given the 
employe. 

b. Appraising on the basis of isolated 
cases. The tendency is to generalize 
that the isolated case is typical. At 
best such a tendency bases the entire 
appraisal on very limited objective 
evidence. 

c. Making the appraisal on one trait 
in the light of the appraisal already 
made on another trait. Or compar- 
ing of traits about which very little 
is known with the one on which 
something is known and appraising 
them alike. 

(Continued on page 498) 
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“ROCKWELL speeds paperwork, 


cuts duplicating costs 35%” 


‘““Xerography gives us dependable, on- 
the-spot, one-hour duplicating serv- 
ice—something we haven’t been able 
to get any other way,” says F. P. Max- 
well, vice-president of the power tool 
division of Rockwell Manufacturing 
Company, Pittsburgh, manufacturer 
of the world famous Delta and 
Walker Turner power tools. 

“Such service, as any business exec- 
utive knows, is vital to many phases 
of an effective program.” 

Rockwell carries out production at 
23 plants, divisions, and subsidiaries 
in 12 states, Canada, and foreign mar- 
kets. Understandably, the administra- 
tion and communications necessary 
for such an industrial network are 
complex, but they have been greatly 
simplified by the use of XeroX® copy- 
ing equipment. 

““Xerography,” says Maxwell, “has 
speeded our paperwork, and cut our 
duplicating costs by at least 35%. 
More important, it has made possible 
the effective use of modern manage- 
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ment methods that—without a sys- 
tem like xerography—would be im- 
practical, if not impossible.” 

Xerography—the clean, fast, dry, 
electrostatic copying process—enables 
Rockwell to distribute copies of 
monthly accounting statements to all 
key personnel within a few hours after 
the statements are completed. Pre- 
pared on 11” x 17” work sheets, the 
statements are reduced with fine legi- 
bility by xerography to 812”x 11” size 
on offset paper masters for runoff of 
multiple copies. 

Other Rockwell applications of 
xerography are price sheets and sales 
literature hurriedly needed, internal 
telephone directories, up-to-the-min- 
ute lists of sales personnel for various 
divisions, and, in short, wherever else 
speed and self-sufficiency are vital to 
Rockwell’s communications program. 
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Employe Appraisal and Development 


(Continued from page 497) 


d. Appraising on the basis of a general 
impression. 

e. Restricting the appraisal to a mere 
filling in of blanks or to a making 
of check marks in the spaces pro- 
vided. No appraisal form can 
possibly give an adequate picture of 
an employe unless the appraiser 
makes full use of his imagination in 
giving additional information. 

f. Allowing personal prejudice or 
bias, either conscious or uncon- 
scious, to color the appraisal. 

g. A tendency to give friends high 
appraisals. 

h. A reluctance to give low appraisals 
for fear that it will be a reflection 
on the appraiser. 

5. Give some practice in appraising. Actu- 
ally make an appraisal and then discuss 
it with other supervisors who have 
knowledge of the employe. 

6. Give instruction in how to use and 
interpret the completed appraisal. 


COUNSELING THE EMPLOYE 

As was indicated earlier the use to 
which the information is put is of the ut- 
most importance. Since the last step in 
employe improvement was stated as being 
“counseling with the employe,” the post- 
appraisal interview becomes a most im- 
portant step. Some good interviewers are 
born, but most of them are made. Study 
and training will go a long way toward 
making this step more effective. Unless 
the interview is skillfully conducted its 
possibilities for harm are almost as great 
as those for good. Training should in- 
clude: 


. General principles to be observed 

. Pitfalls to be avoided 

. The object to be accomplished 

. The manner the interviewer should 

strive to acquire 

5. The need of preparing for the inter- 
view 

6. The need of allowing the employe to 
be prepared also 

7. The need to have some plan for im- 
provement in mind 

8. Some techniques to be used in con- 
ducting the interview 

9. The need to plan a follow-up program 

during the coming months 


Dw rho = 


A TYPICAL CASE 

So far my remarks have been general in 
nature. They have been an outline of how 
one might go about the development of a 
procedure for improving employe and 
supervisory performance. The rest of this 
discussion will be a description of what 
was actually done at one company to 
develop a better appraisal form. The 
check list on the form was developed in 
the following manner: 


From the completed appraisals then on 
file, a list of descriptive statements was 
obtained. Then the supervisory force was 
called upon for assistance in expanding 
the list. A request for a list of ten such 
statements from each supervisor was re- 
quested and a flood of over 300 was te- 
turned. These statements were studied 
and edited into approximately 80 state. 
ments of which about half represented 
favorable and half unfavorable behavior, 
To the extent possible the statements were 
such as would differentiate between suc- 
cessful and unsuccessful performance. 
These statements were then submitted to 
the supervisory force—in this instance, 
only the 15 or 16 highest supervisors—in 
two lists, one favorable and one un- 
favorable, with a request that the 20 of 
each which was felt would be most bene- 
ficial be selected. Tabulation of ‘the: results 
of this vote produced the 40 statements 
now included on the check list on the 
appraisal form. 

In selecting the 15 traits which appear 
on the back of the form, the desires of 
the appraisers as indicated on the ques- 
tionnaire previously mentioned’ was al- 
lowed to govern. They were, however, 
arranged in two general groups and to 
the greatest extent possible were not 
limited to a single word. No attempt to 
define the traits was made. The grading 
of these traits in terms of ‘‘very superior” 
to “marginal” was selected because it 
seemed to come most closely to reflecting 
the desires of the appraisers themselves. 
However, two other columns were intro- 
duced to allow flexibility. Traits not ap- 
plicable to a given employe or job or not 
observable during the period covered 
need not be graded. 

There was almost unanimous agreement 
that the employe should be allowed to 
become acquainted with the new form 
before his first appraisal and interview. 
It was suggested by some that a copy of 
this form should be given to each employe 
so that he could become familiar with the 
type of behavior which the supervisory 
force considered favorable and unfavor- 
able. There was also practically unanimous 
agreement that an employe should be 
notified some time in advance of the time 
his interview was coming up so that he 
could come to the interview as well pre- 
pared as the supervisor who would con- 
duct it. 
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EMPLOYES APPRAISAL AND DEVELOPMENT GUIDE 








Has taken over the work of fellow workers at a critical time 
____and handled it well 


Has accepted increased duties and responsibilities as a result 
___of changed requirements 


Has handled a difficult problem involving another department 
___or division with tact and diplomacy 


Has shown a desire to learn by asking questions about things 
——-not thoroughly understood 


Has learned more quickly than the usual employe with com- 
___parable background and training 


Has readily admitted he was to blame when an error was 
discovered in his own work or in that of the men under him 





Has written letters and reports which indicate above average 
ability to express himself in writing 





Has readily passed on credit for successful results to others 
who had a part in the work 





___Has successfully analyzed an unusually difficult problem 


Has encouraged and guided new employes even when under 
___heavy pressure himself 

Has made a personal sacrifice in order to get the work com- 
___pleted 


Has taken a formal training course in order to improve him- 


self 





Has taken over a new job and carried on without appreciable 
loss of efficiency 





Has reorganized the work in his unit with a considerable 
saving in time 





Has foreseen a difficult problem and prepared a proposal for 
its solution 





Has been courteous and friendly with the people with whom 
—__he works 


Has voluntarily done more than his assigned share of the 
——work 


Has been careful to keep his supervisor informed about the 
—__progress of his work 


Has done a complete job on a difficult assignment without the 
——necessity of close supervision 


——Has taken the initiative when it was proper for him to take it 


Additional Comments: 

















ate of Date 
Name Birth Employed 
section — ie a 
Department Division Locatior b 
Job 
Classification Revort 
CHECK LIST OF BEHAVIOR § Ay 

Instructions: Please check as many of the £ isted |] us y 

have observed in this employe since your yp al. If the parti 4 ump le 

you wish to check does not appear, insert it in t "Addit yomment" space be 


Has had difficulty in deciding upon the better of two or more 
___possible solutions to a problem 


Has given a “‘snap’’ answer which was wrong when the means 
___of obtaining the correct answer was available 


_—_Has refused to accept help from more experienced employes 
——Has shown a belligerent manner toward other employes 
___Has bothered other employes by talking too much 

—Has been lacking in tact in telephone conversations 


Has proposed a change in the work but has been unable or 
___unwilling to work out the details of the change 


Has objected to being asked to perform duties that are not 
___strictly the regular duties of his job 


Has been resentful of criticism which was made in an effort 
___to improve his performance 


____Has created friction and misunderstanding in his group 


Has burdened himself with details which should have been 
___delegated to others 


Has 
___posal 


“stretched out’’ a job to make it fit the time at his dis- 
Has allowed himself to become upset by a change in the 
____routine 


Has exercised authority beyond the limits of his jurisdiction 
___without first consulting his supervisor 


Has experienced difficulty in writing instructions in a clear 
__and definite manner 
_Has sought help on a problem he should have solved alone 
Has sacrificed time for unnecessary accuracy 
_Has displayed a lack of confidence in himself 
___Has ignored suggestions for his own improvement 


___Has demonstrated indifference toward his work 
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Results of such discussion 


A. PERFORMANCE ON THE JOB 

1. Knowledge eee , we 

2. Quality of : ‘ 4 ; 
5. Quantity of ag os 

4. Work habits and attitude _ Mas ee 
5. Ability to plan and organize work he 
6. Responsiveness to change 

7. Ability as a teacher 

B. PERSONAL QUALITIES 

1. Physical condition 

be 2. Ability to get along with | others © 

3. Ability to plan and inspire 

activity o of others 

4. Judgment and commo yn sense | 

Dd. Ability to learn | 

6. Power of analysis 

7 Power of expression 

8 Initiative 
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DITTO systems ‘KkNow-How’ 
and saved %10,0O0OO per year’ 


Robert Black, Internal Auditor, BELL & HOWELL COMPANY 






Bell & Howell Internal Auditor, Robert Black, 
Order-Billing Manager, Herman Hack, and Pro- 
cedures Supervisor, James Moore, discuss 
DITTO One-Writing Order-Billing System with 
William Cadwell, DITTC Sranch Manager. 
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“Faced with the problem of completely overhauling our Order-Billing 
paper work, we called in a DITTO Systems Specialist. With him we 
worked out a DITTO One-Writing System that has facilitated mer- 
chandise shipment and delivery, streamlined the handling of back 
orders, gave us new accuracy in customer billing, increased customer 
goodwill. Actual savings aggregate $10,000 a year.” 


THREE DITTO SYSTEMS SERVICES—Plus One Thing More 
Every DITTO One-Writing System embodies all elements essential to 


paper work efficiency; 
Bell & Howell DITTO 


One-Writing Forms 1. Duplicating equipment specially designed for systems use; 


2.A customized forms printing service; 


3. Duplicating papers and supplies chemically and physically coordi- 
nated to give best results... 


QW) plus one thing more... DITTO SYSTEMS KNOW-HOW 


You, too, can profit from the experience and “KNOW-HOW” of DITTO 
Systems Specialists and enjoy the full benefits of DITTO One-Writing. 
For full information, simply call your local DITTO representative listed 
under “Duplicating Machines” in your classified directory. 


DITTO, inc., 6896 McCormick Road, Chicago 45, Illinois 
Ditto of Canada Ltd., Toronto, Ontario 
Ditto (Britain) Ltd., 126/128 New Kings Rd., Fulham, London, S. W. 6, England 
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NEW! Sth Edition 
Montgomery’s 


AUDITING 


Reflecting today’s highest 
standards of accounting and 
financial management . . . 


Relied upon for nearly 
half a century, this defin- 
itive standard guide now 
brings more’ indispensable 
help than ever to controllers 
and financial officers—everyone who uses 
or helps to prepare financial statements. 


Authoritative, Up-to-the-Minute. 8th 
Edition reflects the impact on audit- 
ing of today’s business conditions, taxes, 
rising price levels, legislation, rulings of 
accounting societies and government 
agencies. 25 big sections give top-caliber 
policy advice, forthright opinion on con- 
troversial issues, practical working pro- 
cedures—drawn from the authors’ cumu- 
lative experience as members of a 
foremost accounting firm. 


By NORMAN J. LENHART, CPA 
PHILIP L. DEFLIESE, CPA 
Partners of Lybrand, Ross Bros. 

& Montgomery 


Comprehensive Coverage. Encyclo- 
pedic in scope, Montgomery’s explains 
currently accepted practice in connection 
with inventory accounting, depreciation, 
income and capital transactions, prepar- 
ing consolidated statements, executive 
compensation plans, etc. Complete new 
sections on Taxes and Management Serv- 
ices of public accountants. 


Internal Control—Accountants' Re- 
sponsibilities. Discusses each major 
account in terms of: accounting principles, 
internal control, auditing procedures, and 
statement presentation. Clarifies the dis- 
tinction between internal accounting con- 
trol and internal check—pinpoints con- 
trollers’ and auditors’ responsibilities in 
regard to each. 


Internal Control] Questionnaires « 
S E C Accounting Procedure « Audit 
Coordination Aids ¢ 60-Page Index « 
770 Pages $10 


Other RONALD Books by Partners 
of the Accounting Firm of Lybrand 
Ross Bros. & Montgomery— 
S E C Accounting Practice and Pro- 
cedure, Rappaport ............ $15 
Retail Merchandise Accounting—2nd 
ne | Ure ee $12 


Montgomery’s Federal Taxes—36th 
Edition—Bardes, Mahon, McCullough, 
ME URMNMNNAOOID oso sieiaies d% ves iain $15 


— — —Mail Coupon Today- — - 








I THE RONALD PRESS COMPANY I 
I 15 East 26th St., New York 10 ! 
(0 Please rush .. copies of Montgom- 
I ery’s AUDITING—8th Edition @ I 
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MACHINE TOOL LEASING* 
By J. L. Treynor and Richard F. Vancil 





Reviewed by D. L. BRENNEN 
Assistant Treasurer 
Reed-Prentice Corporation 
Worcester, Mass. 


The authors, in approaching the sub- 
ject of machine tool leasing after outlining 
the developments in the field of leasing 
machine tools, outline the advantages and 
disadvantages inherent in a leasing pro- 
gram pointing out that one of the advan- 
tages which create a demand for a leasing 
program is that the lessee is enabled to re- 
tain capital in a liquid form for alternate 
usages. This creates a major problem in 
deciding whether or not it is economically 
feasible to lease machinery. This reason, 
however, also creates one of the most seri- 
ous problems in the consideration of this 
subject because it gives rise to the basic 
problem of establishing a desired earning 
rate which should be earned on the capital 
thus retained by not purchasing. 

A second serious factor to be considered 
is the effect of income taxes and deprecia- 
tion, taking into account accelerated de- 
preciation which is now possible under the 
1954 tax code. 

The authors found that leasing agree- 
ments available for study followed definite 
principles—both where the manufacturer 
developed a leasing program, financing 
the transaction himself or financing the 
lease agreement by assignment to a financ- 
ing company. Under this plan, the manu- 
facturer makes a direct sale to a financial 


company, who, thereafter, deals with the 


* Published by Management Analysis Center, 
Inc., 275 Newbury Street, Boston 16, Mass. 
$15.00. 





lessee. There is a uniformity in the various 
lease agreements. As a general rule, the 
lessee is responsible for many costs such as 
property taxes, freight, transportation 
charges, costs of the preparation for ship- 
ment, also for insurance and the cost of 
servicing, repairing and maintaining the 
equipment. 

The authors discovered that the most 
confusing and controversial subject in ma- 
chine tool leasing is that of the effect of 
federal income taxes, where three major 
problems are involved—all of which have 
a serious effect on the desirability of leas- 
ing. These problems are: 


1. The effect of the accelerated depreci- 
ated rates. 

2. The tax status of lease agreements 
with an option to purchase. 

3. The current deductibility of lease 
payments, particularly where the payments 
are on a declining scale. 


The liberalization of the depreciated 
rates by the 1954 code decreased consid- 
erably the cost advantages of leasing. 

A lease agreement with purchase op- 
tion, it is pointed out, complicates the cur- 
rent tax status unless the purchase option 
closely approaches the market value of the 
equipment. 

The authors note that there has been no 
definite decision or statement by the In- 
ternal Revenue Department on leases with 
declining payments as to how they will be 
treated by the Department. 

To make a decision as to whether to buy 
or lease, a potential lessee must establish 
a desired earning rate to use in figuring 
the cost of leasing. 

This desired earning rate is not the in- 
terest rate at which a company can borrow 
money, but should be the rate at which the 
money should be put to use as an invest- 
ment with a given amount of risk, and 
which will permit the earning of a com- 
parable profit. The desired earning rate is 
not the average earning rate of the com- 
pany, although the average earning sate 
may be useful in determining a desired 
earning rate. The average earning rate 
does not always take into account the de- 
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grees of risk of incentive investment op- 
portunities. The desired earning rate will 
also not be the same for all companies be- 
cause of the different factors involved. 

A second factor which must be taken 
into account in determining the cost of 
leasing against buying is the present value 
of future dollars. This concept is simply a 
recognition of the fact that a dollar paid 
or received at some future date is worth 
less than a dollar paid or received today. 

If a sound decision is to be made, the 
potential lessee must set a present value 
discount factor to determine the present 
value of future lease payments. As the 
authors pointed out, there is a discount 
rate at which the cost of buying and leas- 
ing are equal. 

In considering the inherent advantages 
of leasing, it is pointed out that the lessor 
is in the manufacturing business, and that 
there is available to him, alternate invest- 
ments of his earnings at rates of around 
20% per year before taxes. A lessee can 
only hope to make money under a leasing 
plan if his desired earning rate is higher 
than the financing rate in the lease plan. 
It is not uncommon for financing institu- 
tions to charge approximately 12% in- 
terest on conditional sale contracts. A rate 
at least equal to this figure is certainly jus- 
tified in view of the greater complications 
and risks involved of loaning money under 
a lease agreement. 

It is to be recognized that the operation 
of a lease agreement is analogous to the 
transferring of available funds from one 
business to another. In other words, the 
lessor is investing in a new project with 
the lessee. This accomplishes two socially 
desirable objectives; namely, the lessor’s 
money has been put into the hands of 
someone who is in position to invest it, 
and the lessee puts the money to work, 
earning income. 

It also should be recognized that, under 
a lease agreement, the risk of obsolescence 
is shifted from the lessee to the lessor, 
who, undoubtedly, is in a better position 
to handle this particular problem as the 
lessor must become a professional in the 
proper disposing of used or obsolete 
equipment. 

Because of the variable problems in- 
volved, the decision to lease can only be 
determined after a consideration of these 
factors by the lessee: 


1. The desired earning rate on capital 
freed by leasing. 

2. Methods and rate of depreciation 
which would be used if the leased equip- 
ment were purchased. 

3. Number of years the lessee expects 
to keep the equipment under lease. 

4. Income tax rates in effect during the 
life of the lease. 

5. The market price at which the equip- 
ment can be sold at the termination of the 
lease. 

(Continued on page 504) 
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New!) WHOLE-DOLLAR ACCOUNTING 


Here is the long-awaited study that can show you whether 
you can increase productivity or reduce costs in the opera- 
tion of your accounting department. 
Cc 

Find out why and how companies have switched to whole- 
dollar accounting. Profit from the experiences of major 
companies who have studied the problem and have de- 
cided to adopt whole-dollar accounting. 
Read the analytical chapter in this study to learn: 

\/ What whole-dollar accounting is 


\/ The advantages and limitations of it 


\/ Where and when it can be used 


Read about the experiences of 13 companies to see: 
\/ Why they changed to whole-dollar accounting 
\/ The steps involved in making the change 


\/ The problems that resulted and how they were resolved 


Send in your order for 
WHOLE-DOLLAR ACCOUNTING 


$7.50 


($6.00 to members of Controllers Institute) 





CONTROLLERSHIP FOUNDATION, INC. 


Research Arm of Controllers Institute 


TWO PARK AVENUE » NEW YORK 16, N. Y. 


Orders from nonmembers outside Continental U.S. and Canada 
must be accompanied by remittance 





























FOR I3 YEARS... 


a medium-size Chicago electrical manufacturer has employed 
the services of a most competent cost analyst, 

financial planner, controller and assistant treasurer. 

Being a C.P.A. and having had broad public 

accounting experience with a national firm, he organized 
our finances to a point comparable to concerns 

many times our size. A few years ago he acquired an interest 
in a business the growth of which has exceeded 
expectations. He has decided to devote his full time to 

his own enterprise. This is the only reason for 

the opening. Our company continues to present a challenge. 
We are constantly growing, our personnel is 

relatively young and, best of all, ours is a pleasant place 

to work. We seek another exceptional man. 


Interested? Write us today. 


Box D2288 c/o The Controller 
2 Park Avenue, New York 16, N. Y. 
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The lessor must determine: 


1. The amount and method of lease 
payments. 

2. The amount of deposit, if any. 

3. The penalty for early termination. 

4, Minimum number of years for which 
the machine will be leased. 

5. The income tax rates in effect during 
the life of the lease. 

6. The market price at which the equip- 
ment can be sold at termination of the 
lease. 


It is to be recognized that any of these 
factors may change the cost of leasing as 
compared with the cost of buying, and the 
various costs can only be determined by 
making an assumption on each of the var- 
iable factors. The less’ e is also interested 
in the effect which ay change in any of 
these assumptions will have on the costs in 
order to enable him to arrive at a decision. 

In order to arrive at a decision, the po- 
tential purchaser or lessee must consider 
various alternatives possible; namely, 


1. Buy or not to buy. 

2. Lease or to buy. 

3. Lease or purchase on conditional sale 
contract. 

4. Lease or not to lease. 


The factors and the tables which the 
authors of the book have established based 
on the various lease plans available enable 
a potential purchaser or lessee to arrive at 
a decision with much more accuracy than 
was heretofore possible, taking into ac- 
count all the variable factors which will 
influence the decision. 

The authors have done an excellent job 
in treating a very complex and difficult 
subject, and have established an excellent 
set of tables of ‘“‘realization values’ and 
“calculating the cost of leasing over buy- 
ing” which should be of inestimable value 
to those charged with the responsibility of 
making a decision as to whether to buy or 
lease. 


PERSONNEL MANAGEMENT: 
Principles and Practices* 


By C. H. Northcott 


The third edition of a well-known 
work includes chapters on employment 
records, labor turnover, wage administra- 
tion, education, health and safety, and 


* Published by the Philosophical Library, 
15 East 40th Street, New York 16, N. Y. 
$10.00. 
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BOARD MEETINGS 


Write for Information 


McCORMICK & COMPANY 


Consulting Engineers 
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EXAMPLE V 


Control Chart: Simulated Cash Flow Control 


Analysis and Control of a Cash Flow System (conizued from page 489) 


are not within control limits indicate ac- 
tion must be taken. In the case of those 
samples plotting above the upper control 
limit administrative action would be re- 
quired to reduce the time period. Those 
plotting below the lower control limit in- 
dicate an improvement in the process 
which is translated into a reduction of the 
control limits. 

Through these pressures and improve- 
ments, the time cycle will be reduced to 
its practical minimum. At this point in- 
spection will continue as a control device 
to prevent the system going back to its 


Recognizing and Evaluating Profit Opportunities 


from day-to-day considerations of the busi- 
ness, and they must make their decisions 
by applying broad wisdom and judgment 
to the facts as developed for them by 
management. Obviously the presentation 
to directors is critical—it must contain all 
significant pertinent facts; it must be ob- 
jective or unbiased; it must contain a rea- 
soned recommendation; and it must avoid 
masses of detail and background informa- 
tion which are not vital for decision-mak- 
ing and which tend to confuse rather than 


former state, but sampling can be reduced 
by significant proportions. 


ADVANTAGES OF THE 
STATISTICAL ANALYSIS SOLUTION 
The methods which have been de- 
scribed provide a definite objective man- 
ner of resolving the problem as discussed. 
Verification of the problem is accom- 
plished with minimum data gathering and 
clearly defined objectives. The method of 
gaining and maintaining control is both 
direct and subtle, accomplishing signifi- 
cant results with minimum disturbance to 
the system. 


help those who do not attempt to keep 
abreast of the myriad problems within the 
sphere of management. 

Because the vital sections of the final 
recommendation document are necessar- 
ily given over to return on investment, 
availability of capital, and other figure 
data, responsibility for the preparation 
of this document is often delegated to 
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Another advantage which .can be de- 
rived from the control system is control 
of clerical accuracy (e.g. bill preparation 
and pricing). The same samples used for 
the one may be used for the other. This 
can become a significant audit tool. 

It should also be noted that this proce- 
dure has a great deal of significance to all 
industries with similar cash flow prob- 
lems, particularly insurance, transporta- 
tion, stock brokerage, and investment trust 
companies to name a few that have the 
same type of extensive and diverse cash 
collection points. 


(Continued from page 478) 

the financial and accounting staffs. 
Theirs is the task of collecting all the 
pertinent information, of sifting and 
collating, of challenging if necessary the 
reasonableness and accuracy, and finally 
of putting the whole mass together into 
a single concise, coherent story which 
will lead an intelligent reader through 

(Continued on page 506) 
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CRITICAL TASKS 


demand skill and knowledge 





Where will you find a more vital and critical 
task than protecting with insurance your 
property, equipment and business operations 
overseas? It is a job for experts—AFIA 
experts—for men whose broad training and 
experience give them the skill and knowledge 
to do the job right. 


AFIA’s 600 offices and agencies in 69 
countries throughout the world are managed 
by men who have made insurance their life’s 
work. They know local conditions, the 
insurance laws and regulations of the country 
and the hazards American business must 
face. They keep AFIA headquarters well 
informed of changing factors which could 
affect your business security. 


Ask your agent or broker to bring your 
foreign insurance problems to AFIA. We'll be 
happy to give you sound insurance advice 
and help you plan dependable protection for 
your business. 














AMERICAN FOREIGN INSURANCE ASSOCIATION 
161 William Street e New York 38, New York 


CHICAGO OFFICE . . Insurance Exchange Building, 175 West Jackson Blvd., Chicago 4, Illinois 
DUASLAS OFFICE «2 6 60 oe ou 400 Vaughn Building, 1712 Commerce Street, Dallas 1, Texas 
TOS ANGELES OFFICE... 2.052550 3277 Wilshire Boulevard, Los Angeles 5, California 
SAN FRANCISCO OFFICE . . Russ Building, 235 Montgomery Street, San Francisco 4, Calitornia 
WASHINGTON OFFICE . . . Woodward Building, 733 15th Street N.W., Washington 5, D.C. 


An association of 22 American capital stock fire, marine, casualty and 


surety insurance companies providing insurance protection in foreign lands 











Recognizing and Evaluating 
Profit Opportunities 
(Continued from page 505) 


a logical presentation to a sound conclu- 
sion. This is a problem of communica. 
tion—the decision is not ‘‘sold” to di. 
rectors; it should be reached as the only 
decision that could logically result from 
the demonstrated facts or the recorded 
assumptions. If this final document fails 
in its task, all the work of the research 
and development staffs, market analysts, 
economists, engineers, lawyers, account- 
ants and others concerned in the various 
studies has gone for nothing. 

Fundamentally, the directors’ primary 
responsibility is to ensure that manage. 
ment earns a return on shareholders’ in- 
vestment commensurate with the risk 
involved in the business. The greater 
the risk, the higher the return needed to 
justify taking the risk. Because entry 
into virtually all new enterprises in- 
volves risks to a greater or lesser degree, 
forecast return on new investment is the 
dominant or determining factor in the 
final decision. A statement of antici- 
pated return on investment is not sufh- 
cient in itself, however. It must be 
backed up with other significant infor- 
mation which would be helpful to the 
directors in assessing basic assumptions 
and which would give important sup- 
port to the recommendation of manage- 
ment. No blueprint can be laid down 
for a document of this type to suit all 
projects in all companies, but there are 
common sense guide rules that usually 
apply. 

The first is to know your directors, 
and particularly their primary personal 
interests, as this will bear importantly 
on their approaches to the proposal. 
The second is to know the degree of in- 
formation they expect for purposes of 
reaching a decision—too little may 
arouse suspicion or a feeling that one is 
trying to “put one over”; too much will 
be confusing and may cause them to feel 
one is covering something up or is try- 
ing to get them to accept management 
responsibilities. Third, go to the trouble 
of giving them a well-conceived docu- 
ment sufficiently ahead of the meeting 
so that they can have an opportunity to 
do some basic thinking and participate 
intelligently in discussions. Directors 
are only human—some of us are classi- 
fied among that mystical body—and the 
old rule of treating them as you would 

(Continued on page 507) 
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A large turnout of national officers and 
directors and other officials of Controllers 
Institute of America were present in New 
York on August 23 when the meeting 
marked the close of the Institute’s 1956- 
57 fiscal year and the induction of James 
L. Peirce as national president. Mr. Peirce, 
who is seated second from the left, is vice 
president and controller of A. B. Dick 
Company, Chicago, III. 

At Mr. Peirce’s right is Harold A. 
Ketchum, who was re-elected president of 
the Institute’s research arm, Controller- 
ship Foundation. He is financial vice 
president of Federal Pacific Electric Com- 
pany, Newark, N. J. 








(Proceeding rightwardly from Mr. 
Peirce): Dudley E. Browne, Institute na- 
tional president, who is now serving as 
chairman of the national board of direc- 
tors; Robert N. Wallis, retired chairman 
of the board who is now a director at 
large; Paul Haase, Institute managing 
director; Stuart W. McLaughlin, treasurer 
of the Institute; Vincent C. Ross, past na- 
tional president; Mark Z. Hanlon and 
George H. Hetley, national directors of 
the Institute. 

Those standing (/eft to right) are: 
Victor L. Persbacker, E. E. McConnell, 
James F. Lillis, George E. Hallett, 





Recognizing and Evaluating 
Profit Opportunities 


(Continued from page 506) 


expect your own staff to treat you is still 
pretty sound. 

Now, what goes into the final recom- 
mendation document? 

Each such report must be tailored to 
the specific project, but again there are 
broad rules that apply more or less to 
all. Usually, there are only a few salient 
factors that will be weighed against 
each other at the decision-making stage, 
and the report should be designed around 
these—possibly even be limited strictly 
to them. These salient factors are: 


Market forecast in general terms, and the 
fundamental assumptions on which it 
is based; 


Financial forecast, summary of revenues, 
operating costs, expenses, financial 
charges and net income, and return 
on investment; 

New capital investment summary, show- 
ing both fixed and working capital ; 
Plant location considerations (often sur- 
prisingly important if directors come 

from widely scattered areas) ; 

Incidental information such as patent 
situations, if these are sufficiently im- 
portant to have a bearing on the final 
decision; and 

Availability of capital and recommenda- 
tion. 


For the most part these various sec- 
tions of the final document are com- 
prised chiefly of figure schedules or rely 
on figures for extensive illustration. The 


THE CONTROLLER.............. 





une ds OCTOBER 1957 































Harry C. Hahn, Murray S. Gelber, Ralph 
H. Smith, Charles H. Clifford, Fred H. ‘ 
Brown, Carl M. Blumenschein, L. W. 
Bennett, W. A. Crichley, C. C. Lay, Ray- 
mond G. Lochiel, Donald P. Jones, 
George W. Schwarz, Wm. C. Jones, 
Charles H. Yardley, B. A. Johnson, L. 
Keith Goodrich, J. H. Reid, Eric L. 
Hamilton, Warren M. Maule, Malcolm S. 
Sutherland, Edward H. Eaton, E. W. 
Weston, W. T. McGillivray, Kenneth J. 
Plant (rear), A. J. Mayer, Earl R. Uhlig, 
C. R. Fay, Stuart T. Henshall (behind 
Mr. Fay), Lewis E. Frensley, David F. 
Devine, and George L. Todd. 





narrative sections should be a concise 
relation of facts, with the minimum of 
supplementary commentary, most of 
which is usually interpreted as leading 
the reader by the nose! Let’s run over 
each briefly. 

The fundamental assumptions on 
which a market forecast will be based 
are future over-all economic trends, a 
summary of sales broken down by con- 
sumer groups, size of the total market 
for the product and the degree of mar- 
ket penetration expected, summary of 
competitive position, forecast of selling- 
price trends, possibility of product obso- 
lescence, extent to which market may be 
varied by varying size of plants, selling 
prices, or both. These are the key to the 

(Continued on page 508) 
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Recognizing and Evaluating 
Profit Opportunities 
(Continued from page 507) 


reasonableness of the market forecast— 
directors do not need to be told why 
these assumptions were made unless 
they ask, but they are entitled to know 
what the assumptions were and to use 
their own broad business judgments in 
deciding their validity. 

There is no need to expand on the 
financial forecast summary. This is 
strictly a figure schedule, showing the 
financial results that will flow if the 
market assumptions and engineering 
estimates are accurate. The financial 








schedule should, however, disclose any 
important assumptions not shown else- 
where, such as raw material price trends, 
any special situations on raw material 
supplies, labor rate trends, depreciation 
rates, and so forth. Again, these are as- 
sumptions which have a significant ef- 
fect on the profit position and are all 
matters on which directors may bring 
their broad judgments to bear. 

The new capital investment summary 
is also primarily a financial schedule, to 
show the money needed for site costs, 
plant construction costs, and working 
capital. Directors do not want to look 
at detailed engineering cost estimates by 
building or by piece of equipment, but 





they do want to know the margin of 









































We Push 
Buttons 
to Help YOU 
Cut Clerical 

Costs 


Four out of five companies 
like yours have at least one 
clerical operation that can be 
handled most economically 
by today’s push-button 
methods. 

STATISTICAL provides a 
service through which any 
company—large or small— 
can make use of the latest 
punched-card tabulating 
techniques, without investing 
in additional manpower and 
equipment. 

On the other hand, if you have a 
tabulating department, STATISTICAL 
can help you cut costs, too, in hand- 
ling your overloads, conversions or 
special assignments. 

It will pay you to investigate. One 
of our methods engineers will gladly 
call in person to discuss your needs. 





Just write or phone 
3 our nearest office. 


/ 














STATISTICAL 


TABULATING CORPORATION 


Established 1933 - Michael R. Notaro, President 


TABULATING + CALCULATING + TYPING 
TEMPORARY OFFICE PERSONNEL 













CHICAGO — 53 West Jackson...... HArrison 7-4500 
NEW YORK —80 Broad Street... .WHitehall 3-8383 
ST. LOUIS —411 N. Tenth St......... MAin 1-7777 


NEWARK — National Newark Bldg... MArket 3-7636 
CLEVELAND — 1375 Euclid Ave... ..SUperior 1-8101 
LOS ANGELES — 541 South Spring St. MUtual 8201 


accuracy of the estimate (as, say, plus or 
minus 10% or 20%), the extent to 
which contracts are at fixed prices, al- 
lowances for contingencies, and so forth. 
On working capital items they may want 
to know the number of months’ supply 
of materials in inventories. 

Plant location considerations are im- 
portant because the placing of a plant 
at an advantageous location opposite 
markets, opposite competitors, or oppo- 
site raw material supplies is so often a 
factor of sufficient importance in costs 
to make the difference between an at- 
tractive and unattractive project. For 
example, expansion at an existing com- 
pany site is almost always more econom- 
ical on the surface, because use can be 
made of existing facilities, avoiding the 
major cost of developing a new site, and 
subsequent organization demands will 
be less. 

By expanding an existing plant, im- 
portant operating economies may be 
possible. Against this, however, location 
Opposite customers and competitors may 
be a dominant factor. Markets move, 
and customer service is often vital. A 
plant built years ago may now be far 
away from many of its customers, and a 
closer competitor may be gaining an 
advantage. These are all factors of suff- 
cient importance to influence final deci- 
sions, and should be summarized for 
directors. 

Now, one section for incidental in- 
formation because the preliminary eval- 
uation studies such as the detailed mar- 
ket analysis, the engineering study, the 
research study or pilot plant operations, 
usually develop certain important facts 
which do not fit logically into the other 
clearly defined sections but which may 
well be of significance in the final eval- 
uation of a project. 

(Continued on page 509) 








BANK 
VAULT 


In 6 months will have a 17’ 7” 
x 9 7” basement vault avail- 
able in Avon, Conn. on Rte 44 
about 14 miles west of Hart- 
ford. Interested in sole use ne- 
gotiations. 


THE 


SIMSBURY BANK 
& TRUST COMPANY 


Simsbury, Connecticut 
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Recognizing and Evaluating 
Profit Opportunities 
(Continued from page 508) 


Finally comes the summary of avail- 
ability of capital and recommendation. 
Availability of capital is significant in 
the evaluation of a project to the extent 
that new capital must be raised, or capi- 
tal used which will thus be no longer 
available for other foreseeable projects. 
The return on investment must be 
enough to cover the interest and amor- 
tization costs of borrowed money as 
well as a margin equivalent to the in- 
surance against the risk which falls on 
shareholders rather than on suppliers of 
debt capital. 


DECISION TO PROCEED 

The decision to proceed with a new 
project stems logically from the evalua- 
tion compiled by management. From 
the above document, directors can, by 
exercise of personal judgment, assess 
this evaluation, reach a conclusion on 
its validity within reasonable limits, and 
decide whether the financial returns 
justify the commitment of shareholders’ 
capital. Effort has been made to show 
that the evaluation is simply a collection 
of the pertinent economic, scientific, 
commercial, engineering and financial 
facts, summarized in terms of a com- 
mon denominator—dollars—adjusted to 
conform to an agreed set of assumptions 
estimated as being most likely to be 
valid under the conditions foreseen, and 
finally expressed in a form comprehen- 
sible by wise and prudent individuals 
whose business judgment is more im- 
portant than a possible lack of knowl- 
edge of the day-to-day problems of man- 
agement. Once the decision has been 
reached, speed is essential in carrying 
out the recommendation, as secrecy is 
usually gone, competitors may be in a 
position to move quickly, plant site costs 
still unfirm will rise, and other similar 
adverse events may occur. 


OTHER POSSIBLE AVENUES FOR 
IMPROVING EARNINGS POSITION 

So far, profit opportunities have been 
discussed in terms of new products or 
new businesses. However, it would not 
be doing justice to the subject if refer- 
ence were not made to some other types 
of profit opportunities with which man- 
agement is bound to be concerned in the 
years ahead. 

There must be a constant review of ex- 
isting business, to decide whether plants 
should be expanded to meet growing de- 
mand, whether profitability of the busi- 
ness would be greater if competitors were 
left to supply increased demand, or 
whether capital can be better employed 
elsewhere thus making it desirable to dis- 
pose of existing facilities. Most of the 
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evaluation factors are the same as for a 
new product, except that the scientific re- 
search and engineering studies are usually 
much simpler or nonexistent, and market, 
cost and profit estimates are usually much 
more accurate. Markets must be estimated, 
economic conditions forecast, competitive 
positions analyzed, price trends studied, 
product obsolescence risks weighed, and 
plant site locations considered if there is 
a possibility of expansion at a new loca- 
tion. The evaluation by management and 
any subsequent presentation to directors 
thus takes a form substantially similar to 
that for a new product or business. 


When considering the elimination of 
existing operations, it is important to rec- 
ognize objectively the extent to which op- 
erating costs in other units will be affected 
by changed situations in the allocation of 
indirect costs, administrative expenses and 
similar items. There is an amazing degree 
of inertia in most organizations on these 
types of cost and expense, and an objective 
assessment of the resistance to cutting 
“fixed expenses” is necessary for an hon- 
est evaluation of the financial effects to 
result from disposing of any operating 
unit. Personal loyalties to fellow em- 

(Continued on page 516) 








‘Simplified Acceptance” now 
enables you to have an attractive 
CM PENSION TRUST 
or PROFIT SHARING 
RETIREMENT PLAN ona 





Where there are between 25 and approximately 100 initial partici- 
pants, neither medical examinations nor conventional evidence of 
insurability will be required of individual applicants 65 or under 


and regularly on the job. 





If you are considering starting a 
plan of either of these types in your 
company—send for these free book- 
lets. The information will be valu- 
able to you. You will find that Con- 


Send for Valuable Free Booklets 


The purposes, advantages and operating methods 
of Profit-Sharing Retirement Plans are told in 
\, this 20-page booklet, and 18 pertinent questions 
about these Plans are answered. 


This 16-page booklet outlines the value of pen- 
sion trusts to employers and employees, tells the 
tax advantages and the requirements for gaining 
them, and gives examples of successful Connecti- 
cut Mutual Pension Trust Plans now in operation. 


necticut Mutual, a pioneer in pen- 
sion planning, can prepare pension 
and retirement programs with the 
flexibility and safety factors you 
need. Send for your booklets today. 


The (Connecticut NMatual 


LIFE INSURANCE COMPANY : HARTFORD 





Hartford, Connecticut 


Connecticut Mutual Life Insurance Company C-10-7 


Please send me, without cost or obligation, the booklets checked below: 


CT Pension Trusts ... Their Advantages to Employers and Employees 
[[] Some Questions and Answers about Profit-Sharing Pension Trusts 
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Whole-Dollar Accounting 

A new research report dealing with a 
work-simplification idea and related tech- 
niques applied to accounting operations 
has been released by Controllership Foun- 
dation, research arm of Controllers In- 
stitute. 

Entitled “Whole-Dollar Accounting,” 
the study has an analytical chapter which 
provides a summing up and a general 
analysis of the results of the Foundation’s 
research on whole-dollar accounting and 
business experience in using it. 

Major topics covered in the analytical 
chapter include: A description of whole- 
dollar accounting; an appraisal of the 
results of research into the subject and a 





CONTROLLERSHIP INFORMATION SERVICE 


olen 


recommendation based on the results; a 
summary listing the advantages of whole- 
dollar accounting as well as its limita- 
tions; and an illustrative exposition of the 
advantages and limitations. 

In addition, the report contains 13 case 
studies of the experience with whole- 
dollar accounting plus appendices supply- 
ing materials pertinent to the subject. 

Copies of the new study are available 
from Controllership Foundation, Inc., 
Two Park Avenue, New York 16, N. Y., 
at $7.50 per copy (price to members of 
Controllers Institute is $6.00 per copy). 


How Much a Salesperson Should Sell 
A salesman receiving $60.00 per week 
in a hardware store having a yearly sales 


Some By-Product Specifics of Controllership Foundation’s Research on 
WHOLE-DOLLAR ACCOUNTING 


Basic research related to the Foundation’s new research re- 
port, “Whole-Dollar Accounting,” has brought to light some 
interesting side lights on the possibilities of adapting this ac- 
counting work-simplification idea. These will be reported in the 
Foundation’s Research Notes during the next several issues of 


THE CONTROLLER. 


An adaptation of the whole-dollar accounting concept has been 
made in a few cases in this country and England in making up 
payrolls paid in cash. For this time, the Foundation reports on 
English practice. We hope to get clearance for reporting an 
American company’s story in next month’s issue. In England, 
however, the Port of Bristol Authority has for several years 
been using a “‘ten-shilling” payroll procedure which is approxi- 
mately equivalent to the whole-dollar idea. Under this procedure, 
the weekly pay of each employe is made up to the nearest 10 
shillings above the amount due him after taking into account 
the balance brought forward from the previous week. While 
this does not eliminate coins completely, it reduces the number 
and kind of coins which have to be put in pay envelopes. 

J. Lyons and Company, Ltd., go a long way toward reaping 
full benefits from such a procedure by working to units of 2 
shillings, sixpence (2s. 6d.). This is done in the payrolls pre- 
pared electronically for more than 8,000 of its employes. The 
company does not overlook or lose track of the adjusting “‘over- 
payment’’ when the employe’s pay is made up to the nearest 2s. 
6d. above his true net pay. This sum is carried forward as a 
personal balance, and is taken into account when the following 


week’s pay is computed. 


The types of savings resulting from this procedure come from 
significant reduction in time required to make up the pay 
packets, checking the amounts and controlling the cash involved. 
Employes reportedly react favorably to the system. 
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volume of $125,000.00 in a city of 25,000 
population should sell $525.00 worth of 
merchandise each week to justify his sal- 
ary. This information, and similar infor- 
mation on many different lines, is de- 
veloped in a booklet Expenses in Retail 
Business available from the National Cash 
Register Company, Dayton, Ohio. 


This Electronic World 


A character recognition device, pro- 
duced by the English firm of Solartron 
Electronic Group Limited, reads both 
alphabetical and numerical information 
with a photoelectric eye. The machine, 
called ERA, is being used by a large 
English retail chain store where cash 
register slips from store branches are sent 
to a central office for ERA to digest the 
information and transmit electrical im- 
pulses to computers. 

° 

Comptometer Corporation has devel- 
oped a machine to convert calculator re- 
sults into punched paper tape ready to be 
fed into processing machines with tape- 
reading mechanism. The machine also has 
a program board which automatically 
punches constant data, such as code 
numbers, into the tape, freeing the opera- 
tor to do actual calculating. 


Local Income Taxes 

Local income taxes are now being 
levied and withheld from wages, salaries 
and commissions by many city govern- 
ments in four states according to Com- 
merce Clearing House. The legislatures of 
Kentucky, Missouri, Ohio and Pennsyl- 
vania have empowered taxing officials of 
local jurisdictions to assess and withhold 
at the source taxes on net income earned 
within their respective legal limits. Rates 
of taxation vary from Y, of 1 per cent to 
114 per cent per m. 


GNP 


Gross national product was at an annual 
rate close to $434.5 billion in the second 
quarter of 1957, $5 billion higher than in 
the first quarter and $23.5 billion above 
the second quarter of 1956. 


The Old School Tie 


Some 700 major business organizations 
now use specially made four-in-hand ties 
as sales aids in furthering recognition of 
their products and trademarks. In some 
cases, the companies give the ties for length 
of service, commemoration of company 
anniversaries, gifts by dealers and dis- 
tributors to their employes and customers, 
and to mark completion of special com- 
pany training courses. 


Atavistic Arithmetic 

St. Louis public schools are using the 
abacus as a teaching aid in all first and 
second grade classrooms to acquaint pupils 
with addition, subtraction, multiplication 
and division. 
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JAMES L. PEIRCE, vice president and 
controller, A. B. Dick Co., Chicago, 
chairman, Executive Committee, which 
sets standards and regulations for 
Institute headquarters; acts in emer- 
gencies between Board meetings. 





STUART T. HENSHALL, controller, Merck 
& Co., Inc., Rahway, N. J., chairman, 
Admissions Committee, which decides 
the eligibility of all membership appli- 
cants in accordance with the by-law 
rules of membership and admission. 





R. B. GOOKIN, comptroller, H. J. Heinz 
Company, Pittsburgh, Pa., chairman of 
the Management Planning and Control 
Committee, which works for acceptance 
of the planning and control concept to 
improve profits and business stability. 








PAUL A. RECK, asst. treasurer-asst. 
controller, Sperry Gyroscope Co., Div., 
Sperry Rand Corp., chairman, State 
and Local Taxation Committee, which 
keeps up with all tax matters and makes 
recommendations for tax improvement. 


EARL R. UHLIG, vice president-finance 
and controller, the Martin Company, 
Baltimore, Md., chairman, Budget and 
Finance Committee, which prepares an- 
nual CIA budget; suggests ways of in- 
creasing revenue and limiting expense. 


Bond 





JOHN F. KIDNER, comptroller, Cana- 
dian Oil Companies, Limited, Toronto, 
Ontario, Canada, chairman of the Ca- 
nadian Affairs Committee, which makes 
contacts with the Canadian govern- 
ment and other Canadian organizations. 





J. McCALL HUGHES, vice president and 
controller, Mutual of New York, New 
York, chairman of the Planning Com- 
mittee, which functions as a policy body 
on long-range objectives, progress and 
usefulness of Controllers Institute. 





R. W. MICHIE, vice president, Chesa- 
peake & Potomac Telephone Co., 
Washington, D. C., chairman, Advisory 
Panel on Cooperation with the Govern- 
ment, covering government matters not 
assigned to other Institute committees. 


JOHN C. BARROWS, vice president and 
comptroller, American Surety Company 
of New York, chairman, Ethics and 
Eligibility Standards Committee, which 
keeps up to date Institute concepts of 
purpose and quality of membership. 





HANS C. TODT, comptroller, Bristol 
Laboratories Ltd., Syracuse, N. Y., 
chairman of the Education Committee, 
which promotes knowledge of career 
requirements and opportunities relat- 
ing to the training for controllership. 





WILLIAM H. ZIMMER, vice president- 
treasurer-director, Cincinnati Gas & 
Electric Co., chairman, Securities and 
Exchange Regulation Committee, which 
studies and reports on the general 
rules and regulations released by SEC. 


CLYDE SKEEN, controller, Boeing Air- 
plane Company, Seattle, chairman, Ad- 
visory Panel on Government Contract 
Profit Limitations, which deals with 
laws and regulations covering suppli- 
ers who serve the Federal Government. 


*%Each national committee is composed of regular members and an advisory panel for 


Also, there are special advisory panels for specific problems not covered by regular committees. 
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GERALD L. PHILLIPPE, comptroller, 
General Electric Company, New York, 
chairman of the Federal Taxation Com- 
mittee, which studies tax situations and 
their effect and offers its recommen- 
dations to Congressional committees. 





HARRY Y. WRIGHT, vice president and 
treasurer, Fidelity and Deposit Com- 
pany of Maryland, Baltimore, chair- 
man of the Social Security Committee, 
which considers proposals regarding 
the national, Social Security program. 





THOMAS M. McDADE, controller, Gen- 
eral Foods Corp., White Plains, N. Y., 
chairman, Panel on Accounting Proce- 
dures, which works closely with the 
American Institute of Certified Public 
Accountants on accounting principles. 
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TOP MEN ... 

John D. Grayson has been named pres- 
ident of J. I. Case Credit Corp., Racine, 
Wis., a newly created unit of J. I. Case 








MR. GRAYSON MR. BENDER 
Company. . . . Robert W. Hood was 
elected president of Office Service Com- 
pany, Inc., New York. . . . O. T. Fitz- 


water recently became president of Indi- 
anapolis Power & Light Company, Indi- 
anapolis, Ind. 





MR. VICKERY 


NEW CONNECTIONS... 

Robert F. Bender has been elected ex- 
ecutive vice president-finance of Inter- 
national Telephone and Telegraph Cor- 
poration, New York. . . . W. W. Cox 
is now treasurer and controller of the 
Chemical and Industrial Corp., Cincin- 
nati, Ohio. . . . Melvin E. Rubenstein is 
assistant treasurer of Rosenthal & Ro- 
senthal, Inc., New York. 

Benton & Bowles, Inc., New York, has 
announced that William W. Vickery has 
become their vice president-finance and 
controller. . . . Lawrence E. Walkley was 
elected vice president of Westinghouse 





MR. WALKLEY 


Air Brake Company, Pittsburgh, Pa... . 
E. P. McGavin is director of hospital fi- 
nance, Ontario Hospital Services Com- 
mission, Toronto, Ontario, Canada. 


MR. PARSONS 


COMPANY CHANGES .. . 
Langendorf United Bakeries, Inc., 
San Francisco, Calif., recently announced 
the election of Lawrence S. Parsons as 
executive vice president and Louis O. 
Bannard as treasurer-comptroller. 





MR. BELOW 


PROMOTIONS... 

Edward R. Adams has been named to 
the newly created position of controller 
of Virginia-Carolina Chemical Corp., 
Richmond, Va. . . . Emmett W. Below 
was elected vice president-finance of 
Marathon Corporation, Menasha, Wis.; 
Alden H. Christianson was named con- 
troller to succeed Mr. Below. 

John G. Copelin has assumed responsi- 
bility for all International Standard 
Electric Corp.'s activities in the West 
Indies, Central and South America, Aus- 
tralia, Canada and the Far East with 
headquarters in New York. . . . Don- 
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MR. GRIEM 


MR. COPELIN 


ald M. Crawford has been elected treas- 
urer and controller of ABC Vending 
Corporation, Long Island City, N. Y. 

Campbell Soup Company, Camden, 
N. J., has named Oscar H. Curry vice 
president-administration planning; C, 
Roger Stegmaier succeeds Mr. Curry as 
controller. . . . Edward H. Eaton was 
elected vice president and treasurer of 
Pittsburgh Forgings Company, Coraop- 
olis, Pa. . . . Rolf Griem was elected 
secretary of A. M. Byers Company, 
Pittsburgh, Pa. 

The election of Gordon V. Moyer as 
treasurer of Frank H. Fleer Corp., Phila- 
delphia, Pa., was announced recently, 
. . . Fred B. Norberg was named con- 
troller of Waste King Corporation, Los 





MR. MOYER 


Angeles, Calif. . . . Robert G. Olmsted 
was elected vice chairman of the Board 
of Long Island Lighting Co., Mineola, 
N. YY. 

Daniel D. Robinson formerly assistant 
controller has been named controller of 





MR. SISTO 


New York University, New York. ... 
Louis S. Sisto was recently appointed vice 
president of United Fruit Company, 
Boston, Mass. ... The election of John 
L. Ward as controller and Robert W. Fos- 
ter as assistant controller of Corning 
Glass Works, Corning, N. Y., was te- 
cently announced. 

Norman E. Lang was recently elected 
comptroller of American Machine & 
Foundry Company, New York. . . . Ed- 
ward W. Jones is now treasurer of Ham- 
ilton Paper Company, Miquon, Pa. ... 
Wistar H. MacLaren recently became vice 
president and comptroller of the Phila- 
delphia National Bank, Philadelphia, 
Pa, ... Dayton Rubber Company, Day- 
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MR. MAYLE 


ton, Ohio, elected Paul J. Mayle executive 
vice president. . . . David McGilvray has 
been elected senior vice president of the 
Fyr-Fyter Company, New York. 


RETIREMENTS .. . 


Christian E. Jarchow retired on August 
1 as executive vice president of Interna- 
tional Harvester Company, Chicago, IIl., 
after 43 years of service. He remains a 
member of their board of directors. Mr. 
Jarchow served as president (1947-48) 
and chairman of the board (1948-49) of 
Controllers Institute of America, and is 
currently vice president and treasurer of 
United Charities of Chicago and a mem- 
ber of the board of trustees, National 
College of Education, Evanston, Illinois. 


OVERSEAS... 


Edwin E. McConnell, retired treasurer 
of Norton Company, Worcester, Mass., 
who is now living in Lake Worth, Fla., 
is currently in Europe on a two-month 
tour of various countries. He is a past 
national president (1945-46) of Con- 
trollers Institute. 


NEW DIRECTORS ... 


F. W. Misch, vice president of Chrysler 
Corp., Detroit, Mich., to board of Na- 
tional Bank of Detroit... . C. J. Ku- 
shell, Jr., vice president-finance of Mont- 
gomery Ward, Chicago, IIl., of the same 
company. . . . R. W. Michie, vice presi- 
dent of the Chesapeake & Potomac Tel- 
ephone Companies, Washington, D. C., 
of Shenandoah Life Insurance Co., Ro- 
anoke, Va. 

Kenneth C. Towe has been elected 
chairman of the Board of Directors of 
American Cyanamid Co., New York. 
Mr. Towe had earlier service as control- 
ler, treasurer and vice president in 
charge of finance. He succeeded the late 
Raymond C. Gaugler as president in Jan- 
uary 1952. 


EXTRACURRICULAR ACTIVITIES . . . 


The 33rd Annual Convention of the 
National Association of Bank Auditors 
and Comptrollers will be held at the 
Biltmore Hotel, Atlanta, Ga., October 
7-9, 1957. Presiding at the opening 
meeting will be Steve Bomar, president 
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MR. McGILVRAY 


MR. JARCHOW 


NABAC and senior vice president, 
Trust Company of Georgia, Atlanta, Ga. 


Moderators and their subjects on suc- 


ceeding days will be: Monday, October | 


7—"Pricing Our Services’ Charles C. 
Looney, vice president, Harris Trust & 
Savings Bank, Chicago, IIl.; ‘““Commer- 
cial Checking Account Coding—When, 
Which and How” Alvin J. Vogel, vice 
president, Central National Bank in 
Chicago; ‘Audit and Control Functions 
and Development of the Auditor and 
Comptroller” Clarence H. 


Bank, Milwaukee, Wis.; “Savings Bank 
Operational Problems” William F. Schrei- 
ber, comptroller, Erie County Savings 
Bank, Buffalo, N. Y.; “Tax Planning to 
Augment Profits” C. Z. Meyer, vice pres- 
ident and comptroller, First National 
Bank of Chicago, Chicago. 


Tuesday, October 8—"Preparation 
and Use of Budgets’ Charles A. Age- 
mian, vice president and comptroller, 
Chase Manhattan Bank, New York, 
N. Y.; “Proper Accounting for Annual 
Reports” Edward F. Lyle, senior vice 
president and comptroller, City National 
Bank and Trust Company, Kansas City, 
Mo. 


Wednesday, October 9—the morning | 


season will be devoted to the NABAC- 
Armour Institute Research Program 
and the following will be among the 
speakers on various facets of the pro- 
gram: Franklin D. Price, comptroller, 
First National Bank, Dallas, Tex., Harry 
Tubergen, Jr., vice president and comp- 
troller, Merchandise National Bank of 
Chicago, IIl., Henry J. Rohlf, vice presi- 
dent, Mercantile Trust Company, St. 
Louis, Mo. 


The Convention is under the chair- 
manship of Hugh W. Fraser, Jr., vice 
president and comptroller, the Citizens 
& Southern National Bank, Atlanta, Ga. 
Winslow E. Pike, vice president and con- 
troller, the First National Bank of At- 
lanta and Garnett Wood, comptroller, 
Trust Company of Georgia, Atlanta, are 
vice chairmen; printing and publicity 
for the convention are being handled by 
Joseph A. Hall Ill vice president and dep- 
uty comptroller, the Citizens & South- 
ern National Bank, Atlanta, Ga. 


Lichtfeldt, | 
comptroller, First Wisconsin National | 


} 
} 
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Pegboard Accounting Systems 


Saves up to 2/3 of posting time, be- 
cause multiple records are created with 
one posting . .. and eliminates tran- 
scription errors at the same time. 

Complete line of Multi-Rite Systems for 
Payrolls, Accounts Payables, Accounts Re- 
ceivables, and many special applications. 

Let us assist you in solving your special 
record-keeping problems. The facilities of 
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More for Your Capital Dollar 
Finding the Realistic Rate of Return 


(Continued from page 484) 


B, C and L fit this last pattern ad- 
mirably. 

In summary, then: The peculiarities of 
the average payback method tend to pull 
it in different directions. When, as in the 
case of Project B, they happen more or 
less to nullify each other, the indicated 
rate of return may be not far removed 
from the valid rate of return. In general, 
however, this method gives results that are 
distorted, often very seriously, in one di- 
rection or the other. 


AVERAGE INVESTMENT 

Average investment, like average pay- 
back, fails to discount; consequently it, 
too, tends to overvalue. 

Like average payback, average invest- 
ment includes a deflationary device: the 
subtraction of the reciprocal of the num- 
ber of years of a project’s life. But the 
effect of this device is generally less than 
that of doubling a project’s cost; in the 
case of a long-lived project it tends to dis- 
appear almost entirely. Consequently av- 
erage investment is likely to overvalue 
even more seriously than average payback. 
Its average rate of return for the 14 proj- 
ects in Table 1 is 46.9 per cent—more 
than 16 per cent higher than average pay- 
back’s and nearly twice the average shown 
by the discount method. 

Since its deflationary effect is least on 
the longest-lived projects, average invest- 
ment especially overvalues these. And 
since it neglects to distinguish between 


present and future dollars, it especially 
overvalues projects in which maximum re- 
turns come late. 

When maximum earnings come late in 
the life of a long-lived project, the infla- 
tionary effects are compounded. The result 
may be a supposed return as unrealistic as 
—or even more unrealistic than—the rate 
indicated for Project D. 

Conversely, average investment tends to 
penalize short-lived projects and those in 
which maximum returns come early. 
When maximum returns come early in the 
life of a short-lived project, average in- 
vestment may even undervalue it, as it has 
undervalued L and M. 

Summarizing the case against average 
investment, we may repeat what we said 
about average payback: Any time its pecu- 
liarities happen more or less to nullify 
each other, the result may be a rate of re- 
turn not far removed from the valid one. 
Any time they do not, however, the an- 
swer this method gives may be unrealistic 
to the point of absurdity. 

The short-cut methods, then, are inac- 
curate and undependable. 

Yet we may sometimes put one of them 
to good use. 


MAKING USE OF A SHORT CUT 
There is no way to avoid calculating at 
least two columns of present-worth values 
in determining a project’s rate of return 
according to the discount method. 
It is often possible, however, to avoid 














TABLE 3 
Project Life Cost Rate of Return 
B 5 $ 1,000,000 50.9% 
H 12 7,000,000 35.0% 
& 10 1,000,000 32.5% 
D 19 8,500,000 31.7% 
N 6 5,000,000 27.8% 
I 10 9,000,000 27.1% 
F 15 15,000,000 25.5% 
iB 5 500,000 24.8% 
J 20 5,000,000 23.7% 
A 5 1,000,000 17.4% 
G 5 500,000 11.0% 
M 5 6,000,000 10.4% 
E 8 3,200,000 8.9% 
K 3 400,000 6.1% 
TABLE 4 
BEC, BEC, BidG, 
Projects Chosen B,H,C D,N,I B,H D,N,I,F B,H D,N,I 
Average Life (number of years) 9 10.3 8.5 11.0 8.5 10.3 
Total Cost (000 omitted) $9,000 $31,500 $8,000 $46,500 $8,000 $31,500 
Average Rate of Return 36.8% 31.1% 37.3% 29.3% 37.3% 31.1% 
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the need to calculate more than two col- 
umns, and since calculation of present. 
worth values is a rather time-consuming 
operation, we should like to hold it to a 
minimum. 

There are two ways by which we might 
do this. One is by “guessing” discount 
factors as far apart as possible. But the na- 
ture of compound-interest tables is such 
that the inaccuracy of the figure obtained 
through interpolation grows with the 
spread between the poles. 

The other makes use of one of the short 
cuts, whose great—if not only—merit is 
their ease of calculation. This procedure 
will not always succeed in its purpose; a 
third, or even fourth, column of present- 
worth values may sometimes still have to 
be calculated. But it will often succeed, 
and the percentage of successful attempts 
will increase as the calculator gains experi- 
ence. 

We therefore recommend the procedure 
that follows. It will succeed somewhat less 
well with short-lived, marginal projects 
than with others, but it will always offer 
a chance of saving a good deal of time at 
the risk of losing only a little. 

Step 1: Calculate the rate of return by 
the average payback method. 

Step 2: Examine the stream of earnings. 
Then: 

Step 3: (a) If maximum returns come 
very early in the project’s life, experiment 
in Column 5 with a somewhat higher rate 
than the one indicated by average payback. 
(In this case, as in all the others, the rate 
attempted in Column 7 will depend 
largely on the total shown in Column 6.) 

(b) If maximum returns come mod- 
erately early, try a rate in the general 
neighborhood of the one indicated by av- 
erage payback. 

(c) If maximum returns come around 
the middle of the project’s life, try a some- 
what lower rate than indicated by average 
payback. 

(d) If maximum returns come /ate, try 
a considerably lower rate than indicated by 
average payback. 


CHOOSING AMONG A 
NUMBER OF PROJECTS 

If a corporation’s problem is to select 
for development a smaller number of 
projects out of a larger number of possi- 
bilities, the process of decision does not 
end with determination of rates of return. 

To illustrate: Apparently every one of 
the projects in Table 1 will return some 
sort of profit. How do we choose among 
them ? 

Generally in one of three ways. 


1. By fixing a dollar maximum for in- 
vestment. 

2. By stipulating a minimum rate of 
return. 

3. By some combination of the first 
two. This third basis is the most 
common of the three. 
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In any of the three cases, we next build 
a “ladder”; we rank the projects under 
consideration according to their rates of 
return. The purpose, of course, is to give 
ourselves a quick, graphic means of 
comparison. 

Table 3 shows the 14 projects in Table 
1 “laddered” according to the discount 
method. 

We choose our projects by moving 
down the ladder as far as our limits of in- 
vestment permit. Table 4 shows the proj- 
ects that would be chosen under six sets 
of circumstances. 


Column 1: If total investment is lim- 
ited to $10,000,000. 

Column 2: If investment is limited to 
$35,000,000. 

Column 3: If each project chosen must 
return at least 35 per cent. 

Column 4: If each project must return 
at least 25 per cent. 

Column 5: If investment is limited to 


$10,000,000 and each proj- 
ect must return at least 35 
per cent. 

If investment is limited to 
$35,000,000 and each proj- 
ect must return at least 25 
per cent. 


Column 6: 


Obviously, a company need not enslave 
itself to such a table; the table is merely a 
tool. To illustrate: Holding the invest- 
ment limit to $35,000,000 eliminates 
Project F, which ranks seventh on the 
list. It need not, however, eliminate Proj- 
ect L, which ranks eighth, since money 
to develop L is available while money to 
develop F is not. 

Further, a company need not base its 


| capital-budget decisions strictly on finan- 


cial factors. It may, if it likes, also con- 
sider non-financial factors: a project's 
national-defense aspects, for example, or 
its public relations or prestige values. 

These last, however are not within the 
scope of this paper. 


SUMMARY AND CONCLUSIONS 


None of the popular so-called short-cut 
methods for calculating rate of return can 
substitute adequately for the discount 
method. Each short cut, in its own way, 
gives a distorted picture. The degree of 
distortion varies widely from method to 
method and case to case, but the range of 
coincidence between the discount method 
and any short cut is so slight that use of a 
short cut always raises a strong possibility, 
at least, of unwise and unprofitable capi- 
tal-budget decisions. 

Not only do the short cuts fail to give 
a true picture even under optimum condi- 
tions; their rigidity makes them incapable 
of adjusting to any sort of departure from 
“normality.’’ The discount method, on the 
other hand, is characterized by great 
flexibility. 

The discount method, while somewhat 
more difficult to apply than any of the 
short cuts, is much less difficult than it is 
generally supposed to be. Certainly it in- 
volves no concepts that cannot be easily 
understood. 

Its only real disadvantage in compari- 
son with the short cuts is that it requires 
more arithmetical calculations. But even 
this disadvantage can sometimes be miti- 
gated by proper preliminary use of a short 
cut. 

Discussion of the discount method’s 
difficulty, however, is almost irrelevant, 
because there is no easier way accurately 
to determine a project's rate of return. 
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(Continued from page 509) 


ployes are strong and are often allowed to 
dominate decisions in this area. Compa- 
nies do lose something when they act 
cold-bloodedly in disposing of units—it 
may be goodwill, or there may be a drop 
in internal morale, or adverse public re- 
actions may militate against the company 
particularly opposite customers or poten- 
tial new employes. These intangible fac- 
tors form part of the evaluation of exist- 
ing businesses, and while one may not be 
able to reduce them to dollars they should 
not be disregarded in arriving at a rec- 
ommendation. An organization which is 
successful over a long period is invariably 
a good citizen—opposite government, cus- 
tomers, suppliers and employes. 

If a decision to close down an opera- 
tion or dispose of it is obviously sound, 
this fact can and should be explained to 
employes, to customers or to government, 
each of which is composed mainly of ra- 
tional human beings capable of under- 
standing facts. All secrets need not be 
bared to the world, but valuable goodwill 
will certainly be lost if a company does 
not take the trouble to give others infor- 
mation to which they are reasonably en- 
titled in relation to their interests in the 
business so that they too can appreciate 
that the recommended action is sound and 
fair. 

Another constant area for searching 
out profit opportunities is the improve- 
ment of efficiency throughout the organi- 
zation combined with sound organization 
planning to ensure that duplication of ef- 
fort is eliminated, and that auxiliary (or 
nonline) functions are restricted to those 
that are clearly necessary or justified. 
There is no need to go into the evaluation 
of such profit opportunities—this is solely 
a question of satisfying oneself that all 
costs and expenses return, in the form of 
goods or services, their value plus some 
return. 


CONCLUSION 

Thus, the main opportunities for in- 
creasing profits can be summed up under 
four headings: 


1. Expanding profitable operations if mar- 
kets are growing. 

. Entering new fields where profitable 
markets exist or can be developed and 
the necessary skills or knowledge are 
available. 

. Eliminating operations which are no 
longer profitable. 

4. Constantly reviewing main cost and ex- 

pense centers to minimize extravagance 
and waste. 


nN 
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All four avenues are constantly open 
(expansion and diversification may offer 
the most interesting routes to higher prof- 
its). At the same time, however, intro- 


Recognizing and Evaluating Profit Opportunities 





spective studies leading towards elimina. 
tion of unprofitable or obsolete businesses 
and reduction of unnecessary expense or 
extravagance are a constant challenge to 
every organization for the company which 
maintains complacently that it has achieved 
full efficiency has also achieved a corpo. 
rate state of mind that can lead only to 
stagnation! 

In the constant search for, and evalua. 
tion of, new profit opportunities, those 
in the accounting and financial end havea 
role which is sometimes difficult and often 
unpopular. When facts, forecasts and 
guesses are being reduced to figures one 
must be absolutely objective and rigidly 
honest in assessing the validity of infor. 
mation. It must be recognized that en- 
thusiasm for new possibilities is an essen- 
tial part of the make-up of the research 
scientist or development specialist, but 
one must see to it that one is not carried 
along on a possible rosy surge of opti- 
mism. It is proper that much of the direct 
contribution by an accountant may well 
be in the constant questioning and chal- 
lenging of information and assumptions 
which underlie the apparent financial facts 
of new projects, and this very contribution 
is often looked upon as throwing cold 
water or dampening enthusiasms. Hence, 
financial men earn the reputations for 
being cold-blooded, unimaginative and 
penny-pinching. That, however, is their 
role! 

Nevertheless, one must avoid going to 
excess. Too much cold water would 
drown initiative, and one’s own reputa- 
tion and standing, and therefore value, 
will suffer if judgment is unbalanced to- 
wards the cold-blooded or penny-pinch- 
ing approach. The job is to deduce from 
masses of information (colored or hon- 
est) the facts or valid assumptions which 
are pertinent to a sound evaluation of any 
proposal and to present them objectively 
in such a manner as to lead towards the 
proper decision. At times one’s job may 
seem lonely, because strong men with pet 
projects have little use for the unimagina- 
tive ones who stubbornly refuse to be 
swept away by their enthusiasms. How- 
ever, the accounting and financial staffs 
have a vital part to play in the evaluation 
of new profit opportunities, and they will 
serve their companies poorly if they allow 
themselves either to be swept away by 
waves of wishful thinking or alternatively 
to be stubbornly unreceptive to valid new, 
if unorthodox, ideas. 
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